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FROM  THE  EDITOR 


International  trade  has  expanded  significantly,  yet  the  current  interna- 
tional trade  pattern  is  still  characterized  in  general  by  raw  materials  flowing  to 
the  North  and  finished  products  with  high  value  added  to  the  developing  coun- 
tries. In  other  words,  the  picture  is,  on  the  one  hand,  one  of  concentration  of 
high  value  added  in  the  North  and  an  exhaustion  of  natural  resources  in  the 
developing  countries  on  the  other.  Little  serious  effort  is  done  to  correct  this 
balance.  A.R.  SOEHOED,  the  Minister  of  Industry  of  the  Republic  of  In- 
donesia gave  his  view  on  how  to  correct  this  balance  within  a  wider  context  of 
international  cooperation. 

In  the  attempt  to  accelerate  progress  in  Southeast  Asia,  a  financial  institu- 
tion is  no  doubt  needed  as  "partners  in  progress".  The  Asian  Finance  Cooper- 
i  ation  started  as  an  idea  brought  forward  by  ASEAN  Bankers.  It  was  first 
discussed  in  Bali  on  February  24,  1979  and  officially  inaugurated  on  June  19, 
1981  after  having  gone  through  the  approval  of  the  Central  Bank  Governors 
and  monetary  authorities  in  each  ASEAN  member  countries.  In  this  article,  J. 
PANGLA  YKIM  discusses  the  history,  the  prospect  and  challenges  of  the 
ASEAN  Finance  Corporation. 

The  relationship  between  OPEC  and  non-oil  exporting  countries  especially 
the  ASEAN  countries,  as  discussed  by  Sukanto  REKSOHADIPRODJO,  can 
be  established  based  on  cooperation  for  mutual  benefits.  With  the  OECD 
countries,  OPEC  countries  can  individually  make  bilateral  agreements.  Fur- 
thermore, with  regard  to  ASEAN  and  other  OIDC's,  OPEC  can  channel 
surplus  fund  to  financial  markets,  to  an  international  financial  institution  such 
7s  IMF  and  make  bilateral  agreements  of  beneficial  projects. 

Oil  and  Security  are  closely  entertwined  especially  in  the  geopolitical  sense. 
Yet,  despite  the  interrelationship,  little  may.  be  known  about  the  real  facts. 
Scarce  petroleum  resources  have  not  necessarily  eclipsed  nor  precluded 
cooperation  in  the  region.  B.A.  HAMZAH  tried  to  link  the  aspect  of  oil  and 
ecurity  and  relate  it  with  the  ASEAN  Council  on  Petroleum. 

It  is  not  very  clear  whether  uncertainties  in  the  global  arena  originate  from 
he  deteriorating  relationship  between  the  US  and  (he  USSR,  but  it  seems  ob- 
tous  that  the  superpowers  are  not  likely  to  reestablish  detente  in  the  near 


future  on  account  of  past  experiences.  So  the  era  of  a  second  "cold  war"  is  in- 
escapable with  all  its  implications  for  the  third  world  countries,  particularly 
the  Southeast  Asian  countries.  As  to  Southeast  Asia,  China's  role  vis  a  vis  the 
two  superpowers  and  its  position  towards  Vietnam  and  Taiwan  are  important 
factors  to  be  taken  into  account,  said  Hadi  SOESASTRO,  analyzing  the  im- 
plications of  the  "cold  war"  era  for  Southeast  Asia. 

The  law  of  the  sea  conference  has  been  dragging  on  for  years  with  no  ends 
in  sight.  It  is  thus  imperative  to  conclude  a  series  of  conferences  on  the  law  of 
the  sea  based  on  what  has  been  agreed  upon  before.  It  seems  to  be  the  only 
alternative  that  the  conference  must  confirm  to  the  understanding  arrived  at 
earlier,  namely,  to  conclude  a  comprehensive  treaty  covering  all  topics  of 
ocean  affairs,  including  seabed  mining,  said  Hasjim  DJALAL,  himself  being 
involved  in  a  subject  of  such  importance  to  mankind. 
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During  the  last  two  and  a  half  decades  the  world  has  seen  a  distinct  and 
unswerving  course  towards  closer  international  cooperation,  featuring  a  varie- 
ty of  geographical  patterns,  and  with  varying  degrees  of  success.  At  the 
regional  level  we  can  cite  a  number  of  different  groupings:  from  the  first, 
eminently  successful  and  most  far-reaching  integration  known  as  the  EEC,  to 
the  latest  endeavour  represented  by  ASEAN,  a  grouping  with  its  own  special 
characteristics  which  has  achieved  some  measure  of  success  since  the  holding 
of  its  first  Summit  in  1976  in  Bali,  and  with  even  brighter  prospects  in  sight 
that  3  neighbouring  countries  have  indicated  their  interest  in  joining  the 
Association  (two  of  them  Papua  New  Guinea  and  Brunei  already  have 
observer  status). 

At  the  interregional  level  there  is  the  loose  but  powerful  industrial  club  call- 
ed OECD  of  which  Japan  is  a  leading  and  decisive  member.  Japan  has 
vigorously  also  promoted  the  concept  of  a  Pacific  Basin  Community,  which 
will  encompass  three  existing  economic  groupings.  This  concept  will  take  some 
time  to  materialize,  as  the  existing  groupings  particularly  ASEAN  needs  to  get 
itself  more  firmly  established  before  actively  participating  in  a  wider,  associa- 
tion such  as  envisaged  in  the  Pacific  Community  concept.  Although  even  now 
ASEAN  is  indirectly  linked  in  a  system  of  cooperation  with  major  advanced 
countries  and  groups,  through  its  reguler  dialogues  with  EEC  as  a  group,  and 
separately  with  Japan,  Canada,  the  US,  New  Zealand  and  Australia  all  of 
which  are  on  the  rim  of  the  Pacific  Basin. 

The  dawn  of  the  Sixties  may  be  considered  as  a  watershed  in  the  history  of 
international  economic  cooperation  to  achieve  global  development,  with  the 
United  Nations  officially  declaring  the  period  of  the  Sixties  as  the  First 
Development  Decade,  followed  by  the  Second  Development  Decade  of  the 
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Seventies.  For  this  Second  Development  Decade  the  United  Nations  also 
decided  on  an  aid  target  of  1%  of  GNP  from  the  advanced  countries  to  the 
developing  countries,  in  the  form  of  net  transfer  of  capital,  comprising  an 
estimated  0.3%  in  private  capital  flows  and  0.7%  of  GNP  in  official  develop- 
ment assistance  as  a  target  or  norm.  Some  donor  countries  to  be  sure  did  not 
commit  themselves  to  this  target.  Some,  like  West  Germany  and  Japan  ac- 
cepted it  in  principle;  while  others  such  as  Belgium,  the  Netherlands  and 
Sweden  did  accept  it  subject  to  a  time  frame. 

While  the  projected  norm  of  1  %  of  GNP  for  overall  nett  flows  (including 
private  investment  and  commercial  lending)  has  been  attained,  official 
development  assistance  has  remained  far  below  the  0.7%  projection. 
However,  I  must  hasten  to  add  that  a  number  of  countries  such  as  the 
Netherlands  and  the  Scandinavian  countries  have  exceeded  the  target.  While 
some  OPEC  countries  have  been  contributing  nearly  3%  of  their  GNP,  which 
is  particularly  worth  noting,  since  aid  by  these  countries  is  not  offset  by  orders 
for  export. 

Much  as  the  UN  sponsored  Development  Decade  was  a  watershed,  and 
some  growth  has  indeed  been  recorded,  it  must  nonetheless  be  recognized  that 
the  concept  of  global  cooperation  to  accelerate  development  during  the  last 
twenty  years  has  failed  to  produce  results  which  could  match  the  high  expecta- 
tions of  most  developing  countries.  Reasonably  high  growth  rates  in  some 
developing  countries,  especially  in  East  Asia  and  ASEAN,  did  not  conceal  the 
fact  that  overall  the  gap  between  North  and  South  is  indeed  not  narrowing. 

Despite  a  hectic  agenda  of  international  conferences  over  the  last  decade 
-  including  UNCTAD,  various  North-South  Dialogues  as  well  as  North-North 
and  South-South  meetings  -  the  basic  problem  remains  to  this  day  unsolved. 
This  is  the  failure  to  respond  positively  to  the  crying  need  of  developing  coun- 
tries for  export  of  manufactures  to  facilitate  their  industrialization. 

Although  international  trade  has  expanded  significantly,  the  current  inter- 
national trade  pattern  is  still  characterized  in  general  by  raw  material  flows  to 
the  North  and  a  flow  of  finished  products  with  high  value  added  to  the 
developing  countries.  In  other  words,  the  picture  is  one  of  concentration. of 
high  value  added  in  the  North,  and  an  exhaustion  of  natural  resources  in  the 
developing  countries.  Although  the  variables  are  now  different,  yet  the  pattern 
is  not  unlike  that  which  prevailed  before  World  War  II  between  the  colonies 
and  the  metropolitan  countries. 

A  lot  of  productive  capacities  is  today  to  be  found  in  the  developing  coun- 
tries, but  mostly  in  down-stream  industries.  Part  of  the  equipment  can  be 
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made  there,  but  technology  must  be  purchased  from  the  North,  resulting  in  a 
significant  flow  of  royalties.  Prices  and  practically  all  economic  decisions  are 
determined  in  the  North,  despite  the  apparent  clout  of  OPEC.  Transfer  pricing 
by  multinationals  distort  the  distribution  of  economic  benefits  between  North 
and  South. 

Judging  by  the  record,  little  serious  effort  seems  to  have  been  done  by  most 
industrial  countries  to  correct  this  imbalance.  For  one  thing,  formidable  bar- 
riers are  still  placed  against  exports  of  good  quality  manufactures  from 
developing  countries. 

In  the  face  of  these  constraints  some  countries  seek  to  promote  greater 
intra-regional  trade  and  cooperation  in  order  to  alleviate  part  of  these  global 
problems.  This  has  been  one  of  the  objectives  leading  to  the  formation  of 
ASEAN.  Through  its  Preferential  Trading  Arrangements  (PTA),  ASEAN  In- 
dustrial Projects  (AIP)  and  industrial  complementation  schemes,  the  five 
member  countries  endeavour  to  increase  intra-ASEAN  trade.  The  progress  of 
the  PTA  seems  slow  but  it  is  steady.  Implementation  of  PTA  has  to  go  by 
stages  as  the  five  countries  have  different  levels  of  economic  development.  In- 
donesia being  at  present  the  least  developed  in  terms  of  added  value  con- 
tributed by  the  manufacturing  sector  and  per  capita  GNP.  Fortunately  In- 
donesia is'  also  the  largest  member  country  and  the  biggest  market  as  well  as 
the  best  endowed  with  proven  resources,  thus  offsetting  the  imbalance. 

ASEAN  relies  largely  on  the  development  of  private  enterprise  to  expand 
intra-regional  trade  and  increase  industrial  capacities.  Here  again  we  have  to 
accept  the  fact  that  for  the  success  of  its  efforts  ASEAN  requires  the  coopera- 
tion of  the  advanced  industrial  economies  of  the  North,  for  capital, 
technology  and  the  critical  pieces  of  machinery  and  equipment. 

However,  a  positive  geographic  factor  is  ASEAN's  location  vis-a-vis  Japan 
in  particular  and  the  major  Pacific  economies  in  general.  ASEAN  is  a  relative- 
ly important  trading  partner;  one  might  safely  say  a  more  important  trading 
partner  for  Japan  than  the  European  Community.  On  the  other  hand,  Japan  is 
also  the  largest  single  trading  partner  for  ASEAN,  accounting  for  approx- 
imately 30%  of  ASEAN's  total  exports  (more  than  half  from  Indonesia);  it  is 
also  the  largest  investor  in  ASEAN  at  21%  of  the  total.  Japan  also  supplies 
more  than  25%  of  ASEAN's  total  imports. 

The  remarks  given  earlier  on  the  nature  of  North-South  trade  may  also  be 
applied  to  the  pattern  of  trade  between  Japan  and  ASEAN.  Almost  90%  of  all 
Japan's  imports  from  ASEAN  are  primary  commodities  or  related  products, 
and  fuels.  Of  Indonesia's  exports  to  Japan,  75%  is  accounted  by  mineral  fuels 
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and  17%  by  crude  materials  including  timber.  The  share  of  manufactured 
goods  in  Indonesia's  exports  to  Japan  is  only  around  2%;  the  lowest  among 
the  ASEAN  countries.  In  short,  the  pattern  of  trade  with  Japan  reveals  a  ver- 
tical relationship,  similar  to  the  colonial  type  of  economic  interdependence. 

It  is  evident  that  the  above  mentioned  trade  structure  needs  to  be  re- 
adjusted in  the  coming  years,  for  the  attainment  of  a  closer  and  more  soundly 
based  cooperation.  Both  the  governments  of  Japan  and  ASEAN  as  well  as 
private  enterprise  must  recognize  this,  and  adopt  the  necessary  policies  to 
enable  the  restructuring  of  the  respective  manufacturing  sectors  that  would  ob- 
viously be  required. 

The  climate  in  this  part  of  the  Pacific  Basin  is  I  am  confident  fairly 
favourable.  Because  foremost  among  the  advanced  countries,  Japan  is 
perhaps  the  best  equipped  to  appreciate  the  fundamental  problems  of  develop- 
ment particularly  well,  in  view  of  its  own  considerable  experience  and  success 
in  accelerating  the  process  of  industrialization  within  the  shortest  timespan 
ever  recorded.  Problems  of  foreign  trade  and  investment,  and  of  promoting 
small-scale  industries  to  thrive  in  harmony  with  large  concerns  operating  high- 
technology  capital  intensive  processes,  among  others,  are  areas  in  which  Japan 
has  excelled. 

On  several  occassions  Japan  has  also  announced  substantial  increases  in 
development  aid,  and  declared  further  commitments  to  expand  cooperation 
with  developing  countries,  especially  ASEAN. 

But  my  faith  is  above  all  based  on  the  knowledge  that  there  is  in  this  coun- 
try a  great  store  of  experience,  I  may  even  say  a  great  tradition  of  cooperation 
between  government  on  the  one  hand  and  industrial,  trading  and  banking 
houses  large  and  small  on  the  other.  That  this  system  of  close  well-orchestrated 
cooperation  without  stifling  the  play  of  competition  forms  the  key  to  Japan's 
success  in  industry  and  international  trade  is  indeed  common  knowledge;  even 
though  most  people  would  be  hard  put  to  try  identifying  its  real  basics.  Part  of 
its  source  of  strength  obviously  springs  from  Japan's  great  and  unique  cultural 
heritage. 


This  typically  Japanese  way  of  developing  business  and  thereby  furthering 
economic  growth  could  be  implanted,  perhaps  with  some  modifications  and 
adjustments,  into  the  process  of  international  aid  and  cooperation  for 
development.  The  concept  has  in  fact  to  some  extent  been  implemented  in  one 
case,  in  Indonesia,  whereby  the  combination  of  government  direct  participa- 
tion and  private  enterprise  is  applied  in  development  aid  with  farreaching 
regional  spinoffs.  I  am  referring,  of  course,  to  the  Asahan  Project  to  harness 
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power  from  the  Asahan  River,  establish  a  225,000  ton  aluminium  smelting 
plant  and  construct  a  harbour  and  other  supporting  infrastructure  at  Kuala 
Tanjung. 

This  project,  involving  a  total  investment  of  Y  411  billion,  is  funded  under 
an  equity:  loan  ratio  of  22.2%  to  77.8%.  The  equity  portion  is  contributed  by 
the  Japanese  authorities  (75%)  and  the  Indonesian  government  (25%).  The 
loan  portion  is  also  contributed  by  the  two  countries,  with  Japan  supplying  the 
major  bulk.  Thus  in  the  Asahan  case  the  Japanese  government  in  cooperation 
with  the  Japanese  private  sector  provides  development  assistance  in  a  basic  key 
industry.  Its  size  and  location  -  together  with  the  LNG,  cement,  fertilizer  and 
olefin  complex  around  Arun  -  is  transforming  the  Northern  part  of  Sumatera 
into  a  major  growth  centre. 

This  concept  of  government  and  private  sector  cooperation  in  the  donor 
country  for  the  channelling  of  aid  capital  could  be  further  combined  with  a 
parallel  public-private  joint  operation  in  the  receiving  country. 

Unlike  the  transfers  of  capital  and  productive  capacity  which  are  effected 
through  ordinary  foreign  private  investment,  the  combination  of  government 
aid  with  the  entrepreneurial  capacities  and  capital  sources  of  the  private  sector 
may  create  a  greater  flow  of  investments  to  the  developing  country,  as  in- 
dustries which  were  normally  shunned  by  individual  investors,  in  particular 
resource-development,  would  become  more  attractive  or  less  risky.  Govern- 
ment participation  in  this  sense  would  afford  a  greater  safety  margin  for 
private  venture  capital  than  could  at  present  be  generated  through  the  usual 
bilateral  agreement  on  investment  and  double-taxation  protection. 

The  concept  in  other  words  entails  a  public-private  investment  package 
which  satisfies  private  commercial  aspects  but  also  fulfills  real  development 
objectives,  as  the  case  of  Asahan  amply  exemplifies. 

It  should  be  noted  that  although  a  lot  of  government  aid  funds  are  involved 
in  the  Asahan  Project,  yet  the  entire  construction  and  subsequent  operation  is 
left  to  private  enterprise,  albeit  under  supervision.  The  attractiveness  for  the 
private  enterprise  is  the  commercial  aspects  of  an  aluminium  smelter.  While 
for  the  government  of  Indonesia  the  main  objective  is  that  with  the  smelter  and 
associated  infrastructure  a  major  region  can  be  opened  for  further  develop- 
ment. Thus  Japanese  government  money  is  being  channelled  not  merely  as  aid 
pure  and  simple.  And  a  major  resource  development  project  can  be  materializ- 
ed for  which  the  risk  and  capital  outlay  is  too  big  for  private  enterprise,  but  is 
on  the  other  hand  necessary  for  the  growth  of  entrepreneurial  capacities. 
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This  arrangement  of  official  flow  in  combination  with  private  investment 
seems  indeed  most  suitable  for  developing  key  or  basic  industries,  because  it  is 
in  this  area  that  it  would  be  at  its  most  effective.  First  this  area  usually  requires 
the  sinking  of  large  volumes  of  capital,  secondly  the  investment  is  usually  of 
long  gestation,  and  thirdly  the  return  during  the  initial  phases  is  not  as  attrac- 
tive as  other  quick-yielding  down-stream  projects  in  urban  centres. 

However,  the  application  of  this  concept  need  not  be  confined  to  the 
manufacturing  sector  only.  In  Indonesia,  for  example,  the  government  is  to- 
day engaged  in  an  intensive  drive  to  expand  smallholder  cash  crop  plantations 
under  the  so-called  Nucleus  Estate  Program.  Under  this  program  a  large  plan- 
tation enterprise  would  be  designated  as  the  "nucleus  estate"  and  given 
responsibility  and  financing  to  develop  smallholder  crops  in  the  adjacent 
districts.  The  "nucleus  estate",  by  virtue  of  its  experience,  agronomic 
knowhow  and  processing  facilities,  supplies  the  smallholders  with  highyield 
strains,  extension  services,  other  necessary  inputs  and  also  render  services  to 
process  their  harvest  including  marketing.  This  program  is  implemented  not 
only  for  the  replanting  and  improvement  of  existing  smallholder  plantation 
belts,  but  also  for  the  opening  up  of  new  lands  in  the  outer  islands.  The 
"nucleus  estate"  in  the  latter  case  would  often  constitute  a  newly  established 
modern  plantation. 

The  Nucleus  Estate  Program  will  of  course  succeed  only  if  the  associated 
infrastructure  is  there.  This  is  obviously  an  investment  which  private  enterprise 
on  its  own  cannot  carry.  Thus  here  again,  official  development  assistance  in 
one  package  with  private  investment  should  be  very  effective. 

Government  and  private  sector  complementarity  in  international  coopera- 
tion with  developing  countries  is  of  course  by  itself  not  the  final  solution  for 
redressing  the  current  imbalance  between  North  and  South.  But  the  packaging 
of  government  intervention  with  the  activities  of  private  enterprise,  both  as  an 
active  participant  in  commercial  projects  as  well  as  the  agent  to  promote  the 
conducive  climate,  is  essential  for  the  effectiveness  of  international  coopera- 
tion to  achieve  sustained  economic  growth  in  developing  countries,  especially 
in  newly  industrializing  ones.  The  additional  necessary  factor  is  the  implemen- 
tation of  policies  to  provide  marketing  room  in  the  advanced  country  for  the 
growth  of  industries  in  the  developing  country.  These  policies  should  perhaps 
be  selectively  applied  to  certain  industries,  and  in  scheduled  stages,  to  facilitate 
orderly  restructuring  in  the  advanced  countries  concerned.  But  their  im- 
plementation is  an  essential  condition,  if  the  North  is  serious  in  redressing  the 
current  imbalance  between  advanced  and  developing  countries. 
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Timber  is  a  classic  example.  Timber  processing  into  finished  woodproducts 
such  as  plywood,  veneer  and  chipboard  is  a  fairly  labour  intensive  operation, 
requiring  relatively  unsophisticated  technology.  It  raises  value  added  by  more 
than  60  to  70  percent  over  round  logs.  By  all  accounts,  the  development  of 
woodprocessing  industries  in  Indonesia  and  the  ASEAN  countries  which  are 
endowed  with  the  forest  resources  make  sound  economics.  Yet  in  Indonesia  this 
development  has  been  severely  constrained  for  more  than  a  decade  since  the 
country  became  a  principal  non-coniferous  log  producer  in  the  late  sixties. 
One  major  barrier  is  the  very  high  duty  placed  in  the  industrially  advanced 
countries  on  finished  products  such  as  plywood,  which  at  present  carries  a  du- 
ty of  20%  in  Japan,  for  example. 

It  would  be  very  interesting  indeed  to  investigate  the  "development  effect" 
of  a  reduction  of  50%,  or  even  better  a  complete  abolition  in  the  import  tariff 
for  finished  woodproducts,  in  comparison  with  a  particular  volume  of  capital 
aid  pure  and  simple.  A  study  by  the  UNCTAD  Secretariat  in  1979  revealed 
that  just  the  "first  stage  processing"  alone  of  timber  into  plywood  and  sheets 
would  return  the  developing  countries  an  additional  gross  earning  of  around 
US$  3.4  billion.  Considering  that  ASEAN  supplies  well  over  75%  of  tropical 
lumber  exports,  it  is  easy  to  imagine  the  "net  development  effect"  a  substan- 
tial reduction  in  import  tariffs  would  secure. 

Pure  private  entrepreneurial  decisions  in  Japan,  and  reasonable  economic 
incentives  extended  by  the  Indonesian  government,  apparently  were  insuffi- 
cient to  seed  the  growth  of  a  domestic  industry,  as  until  the  year  1979  almost 
95%  of  Indonesia's  timber  exports  still  consisted  of  untreated  logs.  This  is  the 
reason  why  the  government  resorted  to  administrative  measures,  to  phase 
down  log  exports  in  favour  of  finished  products.  The  strong  reaction  in  some 
circles  in  Japan,  therefore,  came  as  a  surprise. 

In  fact,  the  Pacific  Basin  Cooperation  Study  Group,1  in  its  Report  submit- 
ted to  the  late  Prime  Minister  Masayoshi  Ohira,  urged  the  industrialized  coun- 
tries to  open  their  markets  further,  and  to  reduce  tariff  and  non-tariff  barriers. 
It  declared  among  others  that  "...  it  is  especially  incumbent  on  the  advanced 
countries  to  take  the  lead2  in  opening  their  own  markets  and  promoting  the  ad- 
justment of  their  own  industrial  structures,  while  paying  full  respect  to 
developing  countries'  positions  and  interests  And  further  it  recognized 
that  "This  process  will  be  a  painful  one,  but  fortunately  the  advanced  coun- 
tries of  the  region  are  endowed  with  vigor  and  dynamism,  which  can  help  the 
process  proceed  comparatively  smoothly". 

"Chaired  by  Professor  Tsueno  Iida  (Nagoya  University),  replacing  Mr.  Saburo  Okita  when  the 
latter  was  appointed  Minister  of  Foreign  Affairs  on  November  9,  1979. 
italics  mine. 
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The  tenor  of  the  above  mentioned  Study  Group's  statement  is  certainly  in 
consonance  with  the  ideas  of  international  cooperation  as  envisaged  by  this 
August  conference  of  leading  figures  from  the  private  and  public  sectors  and 
distinguished  scholars,  and  as  insisted  upon  newly  industrializing  countries. 

I  am  confident,  therefore,  that  in  the  first  conference  of  the  Global 
Community  Forum  the  first  seeds  will  be  sown  for  the  growth  of  a  new  type  of 
international  cooperation,  in  which  the  government  and  leading  private  en- 
trepreneurs work  closely  together  to  create  a  comprehensive  package  of 
cooperation  in  various  industrial,  agricultural  and  resource-development  sec- 
tors. 

With  the  experience  Japan  has  accumulated  in  the  past,  it  seems  no  wishful 
thinking  to  hope  that  Japan  could  take  the  lead  in  fostering  such  type  of 
cooperation. 


ASEAN  FINANCE  CORPORATION: 
PROSPECTS  AND  CHALLENGE 


J.  PANGLAYKIM 


SOME  FLASHBACK 

Short  of  memory  is  one  of  the  many  human  weaknesses.  We  often  forget  to 
register  or  to  put  down  in  writing  an  incident  that  took  place  a  few  years  ago. 
We  often  confuse  and  forget  facts  in  the  process  of  development.  There  are 
facts  which  we  purposely  want  to  ignore  because  they  are  inopportune  or 
which  we  regard  as  irrelevant  or  no  longer  of  interest  to  us. 

There  are  probably  many  of  us  who  follow  with  the  interest  the  develop- 
ment of  financial  institution  in  Indonesia  but  often  fell  they  can  no  longer  put 
it  in  its  proper  perspective  and  in  its  perspective  when  an  idea  came  to  mind. 
Bankers,  journalists,  and  analysts  have  from  year  to  year  followed  the 
development  of  national  and  regional  financial  institutions.  This  probably 
serves  as  a  meaningful  and  useful  reminder  when  we  wish  to  refresh  our  mind 
about  several  facets  which  have  become  historical  notes  in  the  process  of 
development  but  which  may  not  perhaps  be  regarded  yet  as  having  been 
perspectively  successful,  because  if  an  idea  that  came  to  mind  is  not  followed 
up  and  implemented,  it  will  be  regarded  as  having  been  entered  in  a  "book  of 
forgotten  things"  where  it  sinks  into  oblivion. 


The  Birth  of  An  Idea 

In  1976  (August  22-25),  Perbanas  sent  a  delegation  to  Singapore  to  attend  a 
meeting  which  had  a  purpose:  the  formation  of  an  ASEAN  Banking  Associa- 
tion. This  delegation  consisted,  among  others,  of  Sarono  SH  (Chairman  of 
Perbanas),  Mochtar  Ryadi,  Abdul  Gani,  Jusuf  Wantah  SH,  Nyoo  Han  Siang, 
and  J.  Panglaykim.  Present  at  this  meeting  were  also  the  representative  of 
Banking  Associations  in  Singapore,  Malaysia,  Thailand,  and  the  Philippines. 
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Indonesia  was  at  that  time  represented  by  Perbanas  because  the  organizers 
were  of  the  opinion  that  government  banks  and  private  banks  were  included  in 
Perbanas.  This  meeting  of  representatives  of  ASEAN  banks  in  Singapore 
agreed  to  establish  a  mechanism  of  cooperation  to  be  called  ASEAN  Banking 
Council.  Since  Singapore  was  then  the  host  country,  the  first  chairman  was 
Dr.  Tony  Tan  of  Singapore  who  is  at  the  moment  a  senior  cabinet  minister  in 
the  Singapore  government  (Minister  of  Trade  and  Industry). 

Before  the  Indonesian  delegation  left  for  Singapore,  the  purpose  of  its  mis- 
sion was  already  known  to  the  local  journalists.  Hence,  in  the  delegation  were 
also  included  journalists  from  Sinar  Harapan,  Suara  Karya,  Antara,  etc.  Also, 
before  the  delegation's  departure  some  other  bankers  including  the  writer  and 
Nyoman  Moena  come  up  with  a  proposal  provisionally  entitled  "ASEAN 
Merchant  Bank".  This  idea  of  an  ASEAN  Merchant  Bank  should  be  seen  as 
some  form  of  cooperation  which  should,  of  necessity,  be  different  from  the 
already  operating  merchant  banks.  Opinions  were  voiced  that  an  ideal  ASEAN 
Merchant  Bank  should  be  One  which  was  similar  to  that  operated  by  the  British 
when  they  first  entered  their  era  of  industrialisation.  This  institution  was 
pioneered  by  businessmen  and  acted  also  as  coordinator  and  generator  of  in- 
dustries and  business.  The  stress  is  on  the  pioneering  spirit  and  behaviour. 

This  ASEAN  merchant  bank  concept  published  in  the  Jakarta  daily 
newspapers1  had  had  various  reactions  that  were  both  positive  and  negative. 
There  were  some  quarters  which  were  of  the  opinions  that  this  would  give 
more  room  for  movement  and  advantage  to  bankers  and  businessmen  in 
Singapore.  There  were  also  those  who  believed  that  this  would  'annoyed'  the 
monetary  authorities.  But  is  not  the  number  of  financial  institutions  in  In- 
donesia limited  to  the  nine  already  in  existence?  It  would  be  well-high  impossi- 
ble that  one  more  would  be  permitted  to  operate  even  though  it  was  ASEAN  in 
character.  There  was  at  that  time  probably  the  fear  that  this  ASEAN  merchant 
bank  would  be  asked  to  operate  or  have  its  headquarters  in  Jakarta.  The  fear 
that  this  concept  would  displease  the  governments  was  adequately  reflected  in 
the  utterance  made  by  those  who  had  not  yet  seen  the  meaning  and  scope  of 
this  idea.  It  appeared  that  the  strongest  negative  voices  came  from  those  who 
thought  that  this  was  only  a  concept  that  would  benefit  places  such  as 
Singapore.  This  kind  of  thinking  that  was  a  legacy  of  the  era  of  the  'Teluk 
Ayer  Spirit'  was  still  in  the  mind  of  those  who  apparently  did  not  understand 
the  real  meaning  of  the  concept  of  looking  for  a  common  mechanism  of 
cooperation. 


^Suara  Karya,  Antara  Bulletin,  Sinar  Harapan,  etc. 
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It  was  under  this  unfavourable  circumstance  that  the  Indonesian  delegation 
went  to  Singapore  for  the  meeting.  In  a  closed  forum  the  Indonesian  delega- 
tion submitted  its  concept  as  a  concrete  basis  for  cooperation  that  could  be 
thought  about  and  studied  in  the  years  to  come.  This  means  that  the  Indone- 
sian delegation  had  requested  that  the  concept  be  included  in  the  working- 
program  of  the  ASEAN  Banking  Council.  From  the  reaction  at  this  meeting 
we  could  draw  the  conclusion  that  the  majority  of  those  present  had  agreed  to 
it,  although  they  were  very  cautious  about  it  and  took  the  attitude  that  it 
should  be  properly  studied.  This  also  means  that  formally  the  idea  of  an 
ASEAN  Merchant  Bank  (which  was  afterwards  called  ASEAN  Finance  Cor- 
poration) was  the  first  concept  that  was  set  off  by  the  Indonesia  delegation. 
Then  the  Philippine  delegation  in  a  later  meeting  took  over  this  concept  quite 
enthusiastically.  We  were  convinced  that  this  idea  was  already  in  the  mind  of 
the  Philippine  delegation  but  viewed  from  the  factual  point  of  view  of  the 
development  of  the  ASEAN  Banking  Council  it  was  the  Indonesian  delegation 
who  first  ignited  this  idea.  This  means  that  this  concept  was  not  only  an  in- 
dividual one  but  apparently  also  one  which  had  been  developing  for  some  time 
among  the  ASEAN  bankers  who  were  in  search  of  an  appropriate  ASEAN 
financial  institution. 

The  Establishment  of  a  Forum  of  Cooperation  Between  Government  Banks 
and  Private  Banks 

After  the  first  meeting  of  the  ASEAN  Banking  Council  in  Singapore,  a 
meeting  was  held  between  Perbanas,  representing  the  private  banks  and  the  In- 
donesian government  banks,  because  it  was  felt  that  a  representative  of  the 
private  banks  alone  at  the  ASEAN  Banking  Council  forum  was  inadequate 
and  did  not  reflect  the  national  banking  industry  since  it  did  not  consist  of 
both  the  private  banks  and  government  banks.  So  at  this  meeting  sponsored  by 
Perbanas  and  Bank  Bumi  Daya,  it  was  agreed  to  establish  a  forum  of  coopera- 
tion between  private  banks  and  government  banks.  It  was  furthermore  agreed 
at  this  meeting  that  henceforth  the  Indonesian  banking  delegation  was  to  be 
chaired  by  one  of  the  president-directors  of  the  government  banks.  In  this 
forum,  RAB  Massie  SH  from  Bank  Bumi  Daya  was  elected  as  the  first  chair- 
man, with  Drs.  Omar  Abdalla  as  deputy,  then  of  Bank  Dagang  Negara,  Drs. 
Permadi  (Bank  Rakyat  Indonesia),  Dr.  J.  Panglaykim  (PT  Sejahtera  Bank 
Umum),  and  Sri  Budoyo  (Bank  Dagang  Nasional  Indonesia)  as  members  of 
the  delegation.  Hence,  there  were  three  representatives  from  the  government 
banks  and  two  from  Perbanas  on  the  forum. 

On  looking  back,  this  meeting  between  the  two  banking  sectors  was  the 
beginning  of  a  meaningful  cooperation.  It  was  regarded  as  a  more  concrete 
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cooperation  between  the  two  sectors,  because  prior  to  that  there  was  hardly 
any  mechanism  of  meeting  of  minds,  let  alone  cooperation.  This  should  not 
only  be  seen  from  the  business  point  of  view,  but  also  the  meeting  between  per- 
sonalities play  a  decisive  roles  in  shaping  up  the  cooperational  environments. 
It  could  therefore  be  said  that  the  first  stone  was  laid  resulting  from  a  situation 
that  has  pushed  us  to  unite  in  our  endeavour  to  face  the  ASEAN  forum. 
History  was  often  made  because  circumstances  at  a  certain  time  had  pushed  us 
to  unite.  If  we  observed  this  forum,  it  was  different  from  the  form  of  organisa- 
tion of  banks  in  the  other  ASEAN  countries  where  with  the  exception  of 
Thailand,  the  banks,  be  they  national  private,  foreign  or  government  banks, 
were  members  of  Bankers  Associations  having  their  own  statutes,  etc.1  In  the 
Indonesian  banking  forum  only  national  banks  were  admitted  as  members. 
The  banking  structure  and  organisation,  which  showed  a  different  attitude  in 
the  admission  of  members,  as  a  reflection  of  history,  government  policy,  etc. 
This  difference  will  be  reflected  in  the  establishment  of  ASEAN  Finance  Cor- 
poration. 


The  Making  of  ASEAN  Finance  Corporation 

1.  ASEAN  Bankers  Council 


The  ASEAN  Bankers  Council  was  established  in  1976  at  a  meeting  of 
delegates  from  the  five  ASEAN  countries.  The  already  existing  Association  of 
ASEAN  Bankers  now  took  the  name  of  ASEAN  Bankers  Council  (ABC). 
Each  ASEAN  country  is  entitled  to  have  a  five-member  delegation.  This 
means  that  the  ASEAN  Banking  Council  consists  of  25  members.  Based  on 
rotation,  a  member  of  the  delegation  from  a  member-nation  would  be  elected 
chairman  of  the  ASEAN  Banking  Council  for  a  period  of  two  years.  As  chair- 
man, he  is  entitled  to  appoint  a  secretary-general  from  his  country.  A  member 
of  the  Singapore  delegation  was  the  first  chairman  (Dr.  Tony  Tan  who  is  now 
the  Singapore  Minister  of  Trade  and  Industry),  followed  by  Sukum  Navapan 
(former  Deputy  Prime  Minister  of  Thailand  and  former  President  of  the 
Bangkok  Bank),  Drs.  Omar  Abdalla  (President  Director  of  Bank  Bumi  Daya), 
and  Tan  Sri  Kumarul  Arifin  (Chairman  of  Bank  Bumiputra  Berhad  of 
Malaysia)  who  is  the  present  chairman  of  ASEAN  Banking  Council. 


'According  to  the  Singaporean  banking  regulations,  a  foreigner  may  not  own  more  than  20%  of 
the  shareholding  UOB  20%  in  foreign  hands,  DBS  from  4  to  5%,  49%  being  owned  by  the 
Singapore  government,  OCBC  (?)%,  OUB  2.43%,  Tat  Lee  Bank  14.35%,  Industrial  and  Commer- 
cial Bank  0.15%  {Source:  Business  Times,  June  3,  1981). 
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The  ASEAN  Banking  Council  meets  once  in  six  months  in  one  of  the 
capital  cities  of  ASEAN  and  once  a  year  a  conference  is  held. 


2.  Working  Operandi 

The  ASEAN  Banking  Council  has  three  committees,  i.e.  Committee  on  In- 
vestment and  Trade,  Committee  on  Education,  and  Committee  on  Agriculture 
and  Agri-Business.  The  Committee  on  Investment  and  Trade  has  a  technical 
committee  that  is  sub-divided  into  a  Committee  on  ASEAN  Bankers  Accep- 
tance and  a  Steering  Committee  in  Search  of  Appropriate  Financial  Institu- 
tions. 


3.  Steering  Committee  on  Appropriate  Financial  Institutions 

This  steering  committee  consisting  of  five  members  from  each  ASEAN 
country,  has  been  working  continuously  during  the  last  three  years  in  an  effort 
to  shape  up  a  proposal  for  the  establishment  of  appropriate  financial  institu- 
tions. It  is  this  Committee  that  made  the  proposal  to  establish  the  ASEAN 
Finance  Corporation.  This  proposal  was  approved  by  the  ASEAN  Banking 
Council  and  all  efforts  are  made  to  have  this  institution  approved  by  the 
Monetary  Authorities  of  each  member  nation.  This  was  considered  to  the 
possible  biggest  hurdle,  because  all  banks  are  subject  to  rules  and  regulations 
of  the  respective  Central  Bank. 


PROPOSAL  OF  THE  STEERING  COMMITTEE 

At  the  ASEAN  Banking  Council's  Seventh  Meeting  in  Jakarta  on  January 
31,  1980,  the  proposed  ASEAN  Finance  Corporation  was  endorsed  by  the 
Council  and  amended  at  the  following  meeting  in  January  1981.  A  summary 
of  the  amended  proposal  is  as  follows: 

(i)  It  was  agreed  that  the  initial  paid-up  capital  would  be  US$  100  million, 
divided  equally  among  the  five  member  to  be  offered  to  qualified 
ASEAN  investors; 

(ii)  The  name  of  the  institution  would  be  ASEAN  Finance  Corporation  and 
with  headquarters  in  Singapore.  No  branches  in  the  ASEAN  countries 
will  be  envisaged  because  business  will  be  channelled  through  one  of  the 
ASEAN  banks  initiating  eventual  business; 
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(iii)  The  capabilities  to  serve  the  ASEAN  Economic  Community  Develop- 
ment needs  are  as  follows: 

(a)  Ability  to  serve  as  a  catalysts  for  ASEAN  Economic  Community 
industrial  development  by  participating  actively  in,  and  even 
initiating  new  industrial,  investments; 

(b)  Ability  to  underwrite  both  debt  and  equity  issues  of  ASEAN 
Economic  Community-based  industries; 

(c)  Ability  to  guarantee  convertible  or  straight  debenture  bonds  issues 
of  AEC-based  enterprises; 

(d)  Ability  to  guarantee  loans  and  credits  extended  to  AEC-based 
enterprises  by  off-shore,  that  is,  beyond  ASEAN,  lenders  in  place 
of  government  guarantees; 

(e)  Ability  to  serve,  in  general,  as  an  efficient  conduit  for  capital,  both 
equity  and  loans,  from  capital  exporting  countries  and  international 
financial  institutions; 

(f)  Ability  to  introduce  ASEAN  investors  to  suitable  industrial  partners 
from  industrialised  countries  and  vice  versa; 

(g)  Ability  to  assist  actively  in  the  organisation  and,  if  necessary,  in 
helping  set  up  competent  management  teams  for  the  starting  up  of 
AEC-based  enterprises; 

(h)  Ability  to  serve  as  an  instrument  to  fulfill  the  objectives  of  achieving 
broad  public  ownership  of  successful  industries; 

(iv)  It  was  accepted  that  the  most  suitable  model  of  ASEAN  Finance  Cor- 
poration was  to  be  sort  of  ASEAN  owned  and  managed  multipurpose 
financial  institution; 

(v)  The  ASEAN  Finance  Corporation  will  be  managed  by  a  professional 
management  team; 

(vi)  The  funding  sources  will,  among  others,  be: 

(a)  its  own  capital  that  is,  an  initial  capital  of  US$  100  million; 

(b)  bonds  and  other  instruments  floated  by  the  ASEAN  Finance  Cor- 
poration, and 

(c)  borrowings; 

(vii)  Investors  in  the  ASEAN  Finance  Corporation,  be  they  direct  of  through 
a  holding  company,  should  have  the  status  of  'national  companies'  in 
the  ASEAN  countries  where  they  are  doing  business; 

(viii)  With  regard  to  the  institutions/holding  companies  representing  the  five 
ASEAN  countries  the  following  was  agreed: 

(a)  Indonesian  investors  will  invest  in  the  ASEAN  Finance  Corporation 
via  a  holding  company,  50%  of  the  shareholding  being  owned  by  the 
state  banks  and  50%  by  the  private  banks; 

(b)  Malaysian  investors  will  invest  in  the  ASEAN  Finance  Corporation 
via  a  holding  company; 
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(c)  Singapore  investors  will  invest  via  a  holding  company; 

(d)  The  Philippines  and  Thailand  will  invest  via  a  'trust'  arrangement. 

THE  ESTABLISHMENT  OF  THE  ASEAN  FINANCE  CORPORATION 

The  ASEAN  Finance  Corporation  was  incorporated  in  Singapore  as  No. 
2227/81  on  May  19,  1981  and  duly  registered  by  the  Assistant  Registrar  of 
Companies.  It  was  officially  inaugurated  on  June  19,  1981. 

SHAREHOLDERS 

Each  of  the  ASEAN  countries  subscribed  to  20  million  shares,  amounting 
in  total  to  S$  100  million,  of  which  S$  23.5  million  has  been  paid-up.  The  re- 
maining 75%  of  the  paid-up  capital  will  be  fully  paid-up  by  September  11, 
1981. 

MANAGEMENT 

The  Board  of  Directors  consists  of  four  members  from  each  member  coun- 
try, thus  totalling  20  directors.  The  Board  is  chaired  by  Drs.  Omar  Abdalla. 
The  full  Board  has  appointed  an  Executive  Committee  consisting  of  five 
members  and  chaired  by  Tan  Sri  Kumarul  Arifin.  The  other  four  members  are 
David  Sycip,  Chua  Kim  Yeow,  Chote  Sophonpanich,  and  J.  Panglaykim. 

The  daily  operations  will  be  in  the  hands  of  professional  managers.  The 
chief  executive  and  other  officers  are  still  to  be  appointed. 


HEADQUARTERS 

The  headquarters  of  the  ASEAN  Finance  Corporation  is  in  Singapore.  It 
has  taken  up  offices  at  the  Bangkok  Bank  Building.  The  status  of  the  ASEAN 
Finance  Corporation  will  be  more  or  less  that  of  a  'merchant  bank'.  It  intends 
to  apply  for  ACU  status  and  for  an  off-shore  bank  licence. 

LESSONS  FROM  AFC  PROCESS  OF  DECISION  MAKING 

The  ASEAN  Finance  Corporation  may  be  seen  as  the  first  ASEAN-wide 
cooperation  in  a  vital  sector  of  the  member  nations'  economies.  It  is  true  that 
at  the  government  level  there  are  two  ASEAN  projects  in  the  process  of 
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realization.  But  the  AFC  set-up  is  a  form  of  cooperation  with  hundreds  of 
banks  in  ASEAN,  including  private  and  government  banks.  It  may  be  seen  as 
the  first  cooperative  effort  between  the  government  sector  and  the  private  sec- 
tor in  the  ASEAN  region.  It  has  already  come  up  with  a  concrete  project  and 
will  be  able  to  establish  it  in  quite  a  relatively  short  period  of  time,  that  is, 
from  the  first  decision  made  at  the  ASEAN  Banking  Council's  meeting  in  Bali 
on  February  24,  1979.  Historically,  it  was  quite  co-incidental  that  the  decision 
was  made  in  Bali,  because  it  was  also  on  this  island  that  the  first  ASEAN  Sum- 
mit was  held. 

As  it  was  cited  earlier,  the  idea  of  looking  for  a  vehicle  that  could  convert 
ASEAN  Banking  Cooperation  into  an  institution  was  in  the  mind  of  those 
delegates  who  regularly  attended  the  various  ASEAN  Banking  Council's 
meetings. 

When  the  idea  was  formally  accepted  by  the  Council,  it  was  a  matter  of 
making  the  idea  concrete  in  the  form  of  an  operational  plan.  The  process  of 
preparing  this  working-paper  was  a  relatively  easier  task  than  the  exercise  of 
having  this  paper  accepted  by  those  in  charge  at  the  government  level  of  the 
monetary  and  banking  sectors.  The  diverse  historical  background  as  well  as 
the  banking  and  monetary  regulations,  banking  act  and  level  of  development 
were  seen  at  the  beginning  as  possible  obstacles. 

Experience  has  taught  us  that  once  an  idea  is  translated  into  an  operational 
plan,  the  next  important  step  to  be  taken  is  to  make  this  operational  plan  ac- 
ceptable to  the  authorities.  In  this  respect  it  is  of  vital  importance  that  the  peo- 
ple in  charge  of  convincing  the  authorities  are  those  who  have  access  to  the 
authorities  and  are  considered  as  credible.  This  appeared  to  be  the  case  when 
the  ASEAN  Banking  Council's  operational  plan  was  brought  to  the  attention 
of  the  various  Governors  of  the  ASEAN  Central  Banks.  Once  the  operational 
plan  was  accepted  by  one  of  the  Governors  (in  this  case  it  was  the  Governor  of 
Bank  Indonesia,  Dr.  Rachmat  Saleh),  the  next  step  was  to  bring  this  plan  to 
the  meeting  of  the  Governors  of  the  ASEAN  Central  Banks.  If  the  five  heads 
of  the  ASEAN  monetary  and  banking  sectors  agreed  on  this  plan,  then  the 
road  to  the  establishment  of  the  ASEAN  Finance  Corporation  was  already 
half  trodden. 

The  time  was  now  opportune  to  persuade  the  banks  in  the  ASEAN  coun- 
tries to  participate  in  this  joint  ASEAN  effort.  It  seems  that  the  response  was 
quite  satisfactorily  based  on  the  list  of  participating  bankers.  Practically  all 
banks  in  the  ASEAN  region  (including  a  couple  of  foreign  banks  with  national 
status)  have  participated  in  the  ASEAN  Finance  Corporation. 
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The  foreign  banking  community,  with  the  exception  of  the  Japanese  group 
of  bankers,  was  sceptical  of  this  AFC  plan,  but  their  scepticism  proved  to  be 
wrong.  The  ASEAN  Finance  Corporation  was  therefore  considered  as  another 
proof  of  ASEAN  determination  to  come  up  with  an  institution/vehicle  that 
will  bring  about  closer  economic  cooperation.  Hence,  the  idea  was  not  left 
unimplemented  but  was  made  operational  instead.  The  establishment  of  the 
ASEAN  Finance  Corporation  shows  that  once  the  government  and  private  sec- 
tors in  the  ASEAN  region  have  formulated  a  policy  and  agreed  to  implement 
it,  it  could  bring  about  results  that  was  at  the  beginning  seemingly  an  impossi- 
ble task.  The  leaders  of  the  business,  banking,  and  government  sectors  in  the 
ASEAN  region  have  already  reached  a  stage  of  maturity  and  have  increasingly 
toyed  with  the  idea  of  cooperating  more  closely  in  order  to  make  the  ASEAN 
objectives  as  concrete  as  possible. 


ASEAN  FINANCE  CORPORATION  AS  AN  ASEAN  VEHICLE 

The  establishment  of  the  ASEAN  Finance  Corporation  has  given  the 
region  a  vehicle  with  which  to  promote  closer  cooperation,  not  only  in  the 
ASEAN  business,  industrial,  and  banking  sectors  but  also  in  those  outside  the 
ASEAN  region. 

Let  me  now  deal  first  with  the  interest  that  has  developed  outside  the 
ASEAN  region. 


ASEAN-Japan  Development  Corporation 

When  the  Keizai  Doyukai  (Japan  Committee  for  Economic  Development) 
learned  about  the  possible  establishment  of  the  ASEAN  Finance  Corporation, 
some  of  its  leaders  have  approached  the  AFC  Steering  Committee  for  a  possi- 
ble tie-up  in  a  joint  venture  with  a  group  of  Japanese  bankers  who  are  plann- 
ing to  establish  a  Japan-ASEAN  Investment  Fund.  Under  the  chairmanship  of 
Shichiro  Murai,  Chairman  of  the  Japan  Steering  Committee  and  senior  ad- 
visor of  Sanwa  Bank  and  other  group  of  bankers/businessmen,  a  discussion 
was  held  with  the  AFC  Steering  Committee  regarding  the  establishment  of  an 
ASEAN-Japan  Development  Corporation. 


The  initial  capital  apparently  agreed  upon  is  US$  5  million  to  be  divided 
equally  between  the  Japanese  investment  company  and  ASEAN  Finance  Cor- 
poration. 
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The  scope  of  business  envisaged  will  be  mainly  in: 

(i)  investments, 

(ii)  loans, 

(iii)  guarantees, 

(iv)  underwriting  and  intermediation  of  loans  and  investments,  and 

(v)  arranging  feasibility  studies  for  projects  such  as  development  projects 
that  will  contribute  to  the  utilization  of  ASEAN  resources  (among 
others  ASEAN  industrial  complementation  programme  and  cooperation 
between  two  or  more  ASEAN  countries  in  the  fields  of  production, 
marketing,  and  finance). 

Meanwhile,  the  Japan- ASEAN  Investment  Fund  has  been  established  in 
Japan  with  a  capital  of  1.000  million  Yen  (approximately  US$  10  million)  and 
has  around  103  stockholders  as  at  July  9,  1981,  the  day  of  inauguration  of  the 
company. 

The  AFC  Executive  Committee,  as  authorized  by  its  Board  of  Directors, 
will  discuss  the  tie-up  with  the  Japan-ASEAN  Investment  Fund  at  their 
meeting  on  July  24,  1981.  It  is  anticipated  that  the  Executive  Committee  will 
endorse  and  approve  this  joint  venture  under  the  name  of  ASEAN- Japan 
Development  Corporation.  It  is  also  expected  that  the  joint  venture  company 
will  be  established  around  the  first  week  of  September  1981  and  will  have  its 
headquarters  in  Singapore.  We  can  say  with  confidence  that  this  joint  venture 
between  the  ASEAN  Finance  Corporation  and  Japan-ASEAN  Investment 
Fund  will  be  a  reality  at  the  year's  end.1 


'Prior  to  the  meeting  of  the  Executive  Committee  of  the  ASEAN  Finance  Corporation  the 
author  was  confident  that  the  formation  of  the  ASEAN- Japan  Development  Company  would  be 
recommended  by  the  Committee  to  the  full  Board  of  the  ASEAN  Finance  Corporation.  Although 
there  was  agreement  among  the  members  of  the  Steering  Committee  of  the  ASEAN  Banking 
Council  about  the  merits  of  having  a  new  joint-body,  the  Executive  Committee  found  after  careful 
study  that  this  ASEAN-Japan  Development  Company  would,  when  formed,  developed  business 
activities  that  would  not  only  duplicate  those  already  developed  by  the  ASEAN  Finance  Corpora- 
tion but  also  be  in  direct  competition  with  it,  thus  resulting  in  these  two  bodies  having  conflicting 
interests.  The  general  consensus  seems  to  be  that  in  channelling  funds  and  extending  cooperation 
to  ASEAN  projects  it  will  not  be  necessary  to  have  a  new  body.  This  can  be  done  through  an 
"agreement  of  understanding  and  cooperation"  between  the  ASEAN  Finance  Corporation  and 
the  Japan-ASEAN  Investment  Company.  At  present  it  is  not  possible  yet  to  evaluate  whether  the 
ASEAN-Japan  Development  Corporation  will  eventually  be  formed  or  whether  the  cooperation 
will  be  in  the  form  of  an  agreement  between  the  ASEAN  Finance  Corporation  and  the  Japan- 
ASEAN  Investment  Company.  However,  judging  from  the  views  expressed  during  the  last 
meeting  of  the  Executive  Committee  of  the  ASEAN  Finance  Corporation,  a  kind  of  agreement  to 
form  a  committee  type  of  operation  will  be  more  likely  than  the  formation  of  the  ASEAN-Japan 
Development  Company.  It  should  not,  however,  be  precluded  that  in  the  process  of  cooperation 
such  a  need  would  be  felt  and  that  at  a  later  date  such  a  joint-body  would  be  formed. 
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AFC-USA  Chamber  of  Commerce 

In  the  middle  of  November  1981  (18-19  November),  a  discussion  will  be 
held  in  Kuala  Lumpur  between  the  ASEAN  Finance  Corporation  and  a  group 
of  prominent  business  and  financial  leaders  from  the  USA  Chamber  of  Com- 
merce. The  chairman  of  the  ASEAN  Banking  Council  will  be  chairing  the 
meeting  and  the  theme  will  be  to  assess  the  financial  needs  and  requirements  in 
the  developing  ASEAN  countries.  At  this  juncture  it  will  not  be  possible  yet  to 
forecast  concrete  proposals.  It  will,  however,  be  possible  to  see  some  serious 
discussion  forthcoming  on  the  possibility  of  a  'kind  of  tie-up'  between  the 
ASEAN  Finance  Corporation  and  financial  interest  groups  from  the  USA. 
The  pattern  developed  between  ASEAN  Finance  Corporation  and  Japan- 
ASEAN  Investment  Fund  will  probably  be  used  as  a  possible  form  of  coopera- 
tion. If  we  observe  the  various  economic  sectors  in  the  USA  economy,  the  ser- 
vices sector,  and  in  particular  its  international  banking  community,  is  one  of 
the  growing  sectors  compared  to  the  other  traditional  sectors  like  manufactur- 
ing. One  can  expect  some  initiative  from  this  international  banking  and  finan- 
cial sectors  compared  to  the  stagnating  USA  manufacturing  sector. 

Summarizing,  the  ASEAN  Finance  Corporation  makes  it  possible  for  the 
ASEAN  financial  and  business  communities  to  face  as  an  ASEAN  entity  any 
interest  coming  from  other  regions.  It  is  a  practical  vehicle  when  ASEAN  has 
to  deal  with  other  non- ASEAN  groupings  looking  for  possible  joint  opera- 
tions. It  is  now  still  confined  to  the  financial/banking  community  from  Japan 
and  the  USA,  but  it  is  not  precluded  that  other  countries  and  regions  like  the 
Middle  East  and  EEC  (a  meeting  between  EEC  and  AFT  is  scheduled  in 
September  1981  in  Bangkok)  will  at  a  later  date  approach  the  ASEAN  Finance 
Corporation  for  possible  tie-ups  similar  to  the  pattern  developed  with  the 
Japanese  banking  interest. 


VEHICLE  FOR  ADVANCING  BUSINESS  AND  INVESTMENT  AMONG 
ASEAN  COUNTRIES 

The  role  and  the  challenge  of  the  ASEAN  Finance  Corporation  in  the  years 
ahead  will,  among  others,  be  to  develop  as  an  ASEAN  vehicle  in  an  effort  to 
develop  and  advance  business  and  investment  among  the  ASEAN  countries.  It 
will  be  the  task  of  the  management  team  of  the  ASEAN  Finance  Corporation 
to  formulate  a  kind  of  five-year  operational  plan  as  well  as  to  translate  this 
plan  into  reality.  In  preparing  this  operational  plan  it  may  be  of  importance  to 
look  for  projects  which  have  a  strategic  impact  on  the  increased  business  and 
investment  cooperation  among  ASEAN  countries.  The  plan  should  aim  at 
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those  projects  which  will  have  a  multiplier  impact  on  the  development  of  this 
cooperation.  The  ASEAN  Finance  Corporation  is  a  good  example  of  a  project 
that  will  generate  other  businesses  and  can  be  classified  as  having  a  multiplier 
impact.  It  will  now  be  functioning  as  a  useful  and  effective  instrument  in 
translating  the  to-be-formulated  operational  plan  into  reality. 

In  order  to  be  able  to  cooperate  more  meaningfully  and  continuously, 
business  and  industrial  enterprises  as  well  as  financial  institutions,  in  par- 
ticular the  ASEAN  Finance  Corporation,  should  be  made  aware  of  the 
usefulness  of  the  linkage  principle.  If  the  ASEAN  Finance  Corporation  has 
already  established  linkages  in  the  ASEAN  financial  and  banking  sectors,  with 
its  widespread  sphere  of  influence  and  contact  the  next  scenario  that  we  could 
envisage  is  the  organisation  of  the  various  linkages  in  the  industrial  and 
business  sectors  in  another  institution  called  "General  Trading  and  Industrial 
Enterprise".  This  concept  of  "General  Trading  and  Industrial  Enterprise" 
modelled  after  the  traditional  English  trading  houses  and  later  perfected  by  the 
Japanese  in  the  form  of  the  "Sogo  Shosha",  has  lately  been  given  a  great  deal 
of  attention  by  those  developed  and  developing  countries  looking  for  an  effec- 
tive vehicle  in  their  search  for  an  enhancement  of  their  bargaining  position  in 
the  international  world.  At  the  national  level,  this  concept  could  also  be 
another  vehicle  in  assisting  the  national  economy  in  its  search  for  an  institution 
that  will  enable  it  to  combine  and  mobilize  the  national  comparative  advan- 
tages. At  the  regional  level,  this  concept  could  then  be  extended  to  developing, 
mobilizing,  and  combining  the  regional  comparative  advantages.  Therefore, 
we  think  it  appropriate  that  the  ASEAN  Finance  Corporation's  next  scenario 
should  be  in  conjunction  with  the  ASEAN  Chamber  of  Commerce's  thinking 
of  establishing  "ASEAN  General  Trading  and  Industrial  Firms"  as  envisaged 
above. 

Such  a  general  trading  and  industrial  firm  may  then  be  used  as  a  'search' 
arm  of  the  ASEAN  Finance  Corporation  in  its  search  for  investment  oppor- 
tunities and  also  as  a  mobilizer  and  promotor  of  ASEAN  projects.  The  linkage 
between  trade  investment  and  industrial  investment  can  then  be  established.  If 
the  ASEAN  general  trading  firm  could  be  established  with  the  ASEAN 
Finance  Corporation  and  other  ASEAN  industrial  and  business  enterprises  as 
shareholders,  it  would  then  be  possible  for  the  ASEAN  Finance  Corporation 
to  have  branches  throughout  the  ASEAN  region.  There  may  perhaps  be  fewer 
regulations  for  such  an  ASEAN  general  trading  firm  to  operate  in  the  region 
compared  to  the  number  of  regulations  that  the  banking  and  financial  institu- 
tions will  have  to  observe  in  order  to  be  allowed  to  operate.  This  ASEAN 
general  trading  and  industrial  firm  will  then  be  able  to  handle  the  various  pro- 
ducts manufactured  in  the  region  and  market  them  in  assortments  regionally 
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and  internationally.  A  combined  tie-up  with  the  existing  Sogo  Shosha  in 
penetrating  the  international  market  is  not  precluded. 

With  the  help  of  the  ASEAN  Finance  Corporation,  this  general  trading 
firm  may  be  able  to  acquire  the  required  funds  from  the  national,  regional, 
and  international  capital  and  money  markets.  It  is  not  improbable  that  the 
general  trading  firm  may  decide  to  establish  a  'rubber  product  manufacturing 
company'  or  acquire  a  majority  interest  in  one  of  the  many  joint  ventures  in 
the  manufacturing  sector. 

At  present,  there  is  a  large  number  of  joint  ventures  in  the  region  where  the 
majority  interest  is  still  in  the  hands  of  non- ASEAN  enterprises.  Negotiations 
may  be  held  with  the  national  governments  as  to  whether  or  not  the  foreign 
(non-ASEAN)  portion  of  the  share  capital  can  be  sold  to  the  ASEAN  general 
trading  firm  or  partly  to  the  ASEAN  Finance  Corporation. 

FUNDS  AVAILABLE? 

The  question  now  arises  as  to  whether  it  will  be  possible  to  attract  the  re- 
quired funds  for  the  large  number  of  joint  ventures  in  the  region.  In  this  in- 
stance, however,  one  must  take  a  selective  attitude. 

We  are  rather  optimistic  that  the  required  funds  might  be  available  from 
the  ASEAN  Finance  Corporation  which  in  the  years  to  come  will  develop  a 
regional  and  international  credibility.  We  have  based  our  'optimism'  on  the 
following  argument. 

The  developed  industrial  countries'  economies  at  present  have  presented  to 
us  a  rather  interesting  picture.  Business  Week  of  June  1,  1981  came  up  with  a 
survey  called  "America's  Restructured  Economy".  It  shows,  among  others, 
that  the  USA  is  a  country  with  five  separate  economies.  These  are: 

(i)  "traditional-industry",  consisting  of  the  basic  manufacturing  industries 
such  as  automobiles,  steel,  machinery,  and  textiles,  which  are  struggling 
for  survival; 

(ii)  energy,  such  as  coal  and  natural  gas,  which  will  continue  to  grow  and  re- 
quire a  huge  amount  of  capital; 

(iii)  high  technology,  such  as  semi-conductor  and  computer  technology  in 
which  the  USA  is  still  in  the  lead; 

(iv)  agriculture  and  agribusiness,  in  which  sectors  the  USA  has  become  one 
of  the  main  suppliers  of  food,  but  this  sector  will  not  be  in  a  position  to 
keep  step  with  the  increase  in  the  world  population;  and 

(v)  services,  such  as  consulting,  banking,  and  communication. 
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The  last  sector,  and  in  particular  the  international  banking  community,  has 
been  in  search  for  feasible  projects  and  has  gone  to  the  growth  areas,  among 
others,  the  ASEAN  and  Asian  countries.  The  case  is  also  similar  with  the 
European  (West)  countries.  Their  economies  consist  of  sectors  some  of  which 
are  stagnant  and  some  growing,  but  their  separate  economies  may  be  more  for- 
tunate compared  to  the  USA.  The  European  banking  sector,  in  particular  that 
of  the  French  and  the  Germans,  is  having  a  hard  time  to  channel  its  funds  to 
the  region.  These  two  countries,  and  in  particular  France  seem  to  have  gained 
a  strong  position  in  the  recycling  of  the  petro-dollars.  Japan's  economy  may 
also  be  seen  in  the  light  of  having  developed  separate  economies.  The  old  tradi- 
tional industries  are  now  facing  the  problems  of  restructuring.  Compared  to 
the  USA,  its  energy  industry  has  to  import  all  its  raw  materials.  These  energy 
consuming  industries  are  probably  the  ones  that  may  have  to  be  re-located. 

The  Japanese  economy  is  now  determined  to  go  for  knowledge  intensive  in- 
dustries, but  meanwhile  the  services  sector,  which  include  its  banking  and 
financial  institutions,  is  becoming  very  active  in  the  international  world. 
Tokyo  is  gradually  developing  into  a  financial  centre. 

There  are  indications  that  the  banking  and  financial  community  in  the  in- 
dustrial countries  has  made  its  presence  felt  in  the  growth  region  which  in- 
cludes ASEAN.  Its  presence  is  in  a  big  way  felt  in  Hong  Kong,  Singapore,  etc. 
With  Singapore  developing  into  a  centre  international  banking  and  financial 
institutions  Will  be  represented  in  one  or  other  way,  be  it  directly,  indirectly  or 
in  the  form  of  joint  operations.  This  means  that  the  ASEAN  Finance  Corpora- 
tion in  Singapore  is  in  a  strategic  position  to  have  the  benefit  of  being  in  the 
middle  where  funds  from  all  over  the  world  are  looking  for  profitable  oppor- 
tunities. This  has  made  us  rather  optimistic  that  the  problem  need  not  only  be 
'funds'  but  also  projects  that  can  be  translated  into  becoming  operational. 


SUMMARY 

The  just-established  ASEAN  Finance  Corporation  started  as  an  idea  car- 
ried by  many  ASEAN  bankers  individuals.  It  is  the  ASEAN  Banking  Council 
which  decided  in  Bali  on  February  24,  1979  to  form  a  Steering  Committee.  It  is 
a  historical  co-incidence  that  the  decision  was  made  in  Bali,  the  place  where  the 
First  ASEAN  Summit  was  held. 

The  proposals  of  the  Steering  Committee  to  establish  an  ASEAN  Finance 
Corporation  was  approved  by  the  ASEAN  Banking  Council  and  after  being 
approved  by  the  ASEAN  Central  Bank  Governors  and  Monetary  Authorities, 


ASEAN  FINANCE  CORPORATION 


27 


the  ASEAN  Finance  Corporation  was  officially  inaugurated  on  June  19,  1981 
after  being  registered  as  a  company  on  May  19,  1981. 

The  ASEAN  Finance  Corporation  started  with  fully  paid-up  capital  of  S$ 
100  million  divided  equally  among  the  five  ASEAN  nations.  It  will  be  run  by 
professional  managers.  The  Full  Board  consits  of  20  members  of  which  Drs. 
Omar  Abdalla  was  the  first  Chairman.  A  five-men  Executive  Committee  will 
assist  the  Full  Board  in  its  operations.  The  five-men  appointed  are: 

(i)  Tan  Sri  Kumarul  Arifin,  Chairman  of  the  Committee, 

(ii)  Chua  Kim  Yeow  (Singapore), 
(Hi)  Chote  Sophonphanick  (Thailand), 
(iv)  David  Sycip  (Philippine),  and 

(v)  J.  Panglaykim  (Indonesia). 

The  ASEAN  Finance  Corporation  will  be  situated  in  Singapore  and  will 
have  no  branch  offices  in  the  region.  ASEAN  Finance  Corporation  as  an 
ASEAN  entity  in  the  financial  and  investment  sector  is  in  the  process  of  mak- 
ing a  decision  to  establish  an  "ASEAN- Japan  Development  Corporation",  a 
joint  venture  between  AFC  and  Japan- ASEAN  Investment  Fund,  a  company 
formed  in  Japan  by  more  than  100  prominent  banks.  This  joint  venture  was 
hoped  to  be  inaugurated  by  the  middle  of  September  1981,  but  it  is  now  being 
reconsidered  and  reviewed  by  the  AFC. 

Discussions  were  also  on  the  way  with  American  financial  groups  in  Kuala 
Lumpur  around  the  middle  or  end  of  November  1981  and  with  the  EEC  on 
Monday,  September  21,  1981  in  Bangkok. 

The  ASEAN  Finance  Corporation  as  a  vehicle  and  instrument  of  coopera- 
tion will  start  with  an  operational  plan,  which  it  will  have  to  translate  into  a 
reality.  One  of  the  plans,  which  it  has  to  address  itself,  will  among  other  be  the 
establishment  of  an  "ASEAN  General  Trading  and  Industrial  Firm"  which  it 
can  use  as  an  implementation  among  the  ASEAN  enterprises,  industries,  and 
other  sectors.  In  a  joint  effort  with  the  ASEAN  Chamber  of  Commerce,  such 
a  general  trading  and  industrial  firm  be  within  possible  reach  and  may  en- 
counter fewer  hurdles  compared  to  the  financial  and  banking  sectors. 


RELATIONSHIP  BETWEEN  OPEC 
AND  NON-OIL  EXPORTING  COUN- 
TRIES WITH  EMPHASIS  ON  ASEAN 
COUNTRIES 


Sukanto  REKSOHADIPRODJO 


INTRODUCTION 

OPEC  consists  of  thirteen  countries,  i.e.  Algeria,  Equador,  Gabon,  In- 
donesia, Iran,  Iraq,  Kuwait,  Libya,  Nigeria,  Qatar,  Saudi-Arabia,  United 
Arab  Emirates,  and  Venezuela.  The  World  Bank  classifies  Iran,  Iraq,  Kuwait, 
Libya,  Qatar,  Saudi-Arabia,  and  United  Arab  Emirates  as  capital-surplus  oil 
exporters  since  their  economy  cannot  fully  absorb  revenues  from  oil;  Algeria, 
Indonesia,  Nigeria  and  Venezuela  are  classified  into  non-capital  surplus  oil  ex- 
porters since  their  economy  still  needs  additional  funds  for  development.1 

The  non-oil  exporting  countries,  in  this  paper,  are  classified  into  the 
ASEAN  countries  (except  Indonesia),  i.e.  Malaysia,  Philippines,  Singapore 
and  Thailand;  and  the  non-ASEAN  countries  which  are  the  OECD  countries, 
i.e.  Australia,  Austria,  Belgium,  Canada,  Denmark,  Finland,  The  Federal 
Republic  of  Germany,  Greece,  Iceland,  Ireland,  Italy,  Japan,  Luxembourg, 
the  Netherlands,  New  Zealand,  Norway,  Portugal,  Spain,  Sweden, 
Switzerland,  Turkey,  the  United  Kingdom,  and  the  United  States;  the  Central- 
ly Planned  Economies,  i.e.  Albania,  Bulgaria,  China,  Cuba,  Czechoslovakia, 
the  German  Democratic  Republic,  Hungary,  the  Democratic  Republic  of 
Korea,  Mongolia,  Poland,  Roman,  and  the  USSR;  and  the  rest  are  the 
developing  countries  or  less-developed  countries  (LDCs)  which  are  non-oil  ex- 
porting countries  and  are  even  importing  oil. 

The  ASEAN  countries  may  be  characterized  as  those  exporting  non-oil 
commodities  and  obtaining  foreign  exchange  to  import  oil,  looking  for  or  ex- 
ploring oil  resources,  developing  energy  alternatives,  and  trying  to  conserve 
energy  leading  to  reduced  consumption. 


The  World  Bank,  World  Development  Report,  1980,  Oxford  University  Press,  1980,  p.  viii. 
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The  OECD  countries  may  be  characterized  as  those  exporting  manufac- 
tured goods  and  importing  oil,  developing  energy  alternatives  and  conserving 
energy  to  reduce  oil  consumption. 

The  Centrally  Planned  Economies  are  mostly  self-sufficient  in  oil. 

The  non-oil  exporting  LDCs  are  those  in  need  for  assistance  in  the  energy 
context. 

The  relationship  between  OPEC  and  non-oil  exporting  countries,  especial- 
ly the  ASEAN  countries  can  be  established  based  on  Cooperation  for  mutual 
benefits. 


OPEC  AND  ITS  OIL  POLICIES 

It  is  understood  that  OPEC  is  a  loose  cartel  because  of  the  continuing  ac- 
tual and  potential  divergence  of  interests  among  its  members,  but  it  never- 
theless works  since  there  are  strong  common  forces  uniting  the  diverse  groups. 

It  is  hoped  that  OPEC  could  in  a  businesslike  way  proceed  to  set  a  world 
monopoly  price  and  allocate  production  quotas  among  members,  enforcing 
compliance  through  rewards  and  penalties.  But  some  circumstances  arise  and 
OPEC  instead  had  to  content  itself  with  the  achievement  of  lesser  goals  during 
the  first  decade  of  its  existence.  Monopoly  became  a  long-term  goal,  while  the 
short-term  goals  depended  upon  the  devising  of  expedients  by  which  individual 
members  could  wrest  away  as  much  as  possible  of  the  revenues  from  oil  com- 
panies operating  within  their  own  boundaries.  Achieving  the  long-term  goal 
requires  close  cooperation  among  all  members,  while  the  shorter-term  goals 
could  be  pursued  by  each  member  country  with  no  more  coordination  needed 
than  could  be  supplied  by  the  framework  provided  by  the  OPEC  organization 
itself  as  a  forum  for  collusion.  Achieving  the  first  goal  requires  control  of 
prices  and  output;  achieving  the  second  requires  J:he  use  of  taxation  and 
regulation  to  transfer  income  from  companies  to  governments. 

The  decade  of  the  1960s  were  characterized  by  low  oil  prices;  oil  exporters 
which  were  disunited  on  many  issues;  excess  production  capacity  which  existed 
outside  the  cartel;  oil  transportation  networks  which  were  becoming  cheaper 
and  more  efficient,  and  increasing  competition  among  members.  If  any  single 
OPEC  member  held  out  for  higher  prices  or  larger  output  levels,  oil  companies 
could  turn  to  other  members,  or  could  for  some  period  of  time  rely  upon  ex- 
cess capacity  in  the  United  States.  Ample  transport  facilities  were  available 
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and  there  were  many  small  as  well  as  large  companies  ready  to  perform  the 
necessary  logistics  work  to  equate  demand  with  an  altered  supply  pattern. 

By  1970,  excess  productive  capacity  outside  the  OPEC  cartel  disappeared. 
If  OPEC  members  were  to  unite  in  restricting  supplies,  there  was  no  alter- 
native source.  And  OPEC  members  were  becoming  more  united. 


After  1973  most  of  the  OPEC  members  controlled  all  oil  operations  within 
their  own  national  jurisdiction,  but  they  still  needed  outside  help  for  several 
purposes: 

1.  Marketing  the  oil; 

2.  Transporting  the  oil; 

3.  Developing  and  producing  oil;  and 

4.  Finding  new  oil  to  replace  current  production. 

OPEC  has  been  regarded  as  a  monolithic  international  conspiracy  which 
on  its  own  initiative  caused  the  oil  price  revolution.  This  left  policy  makers  in 
importing  countries  in  a  less  comfortable  position,  since  on  the  one  hand,  it 
was  always  possible  for  them  to  regulate  those  aspects  of  oil  industry  opera- 
tions which  took  place  within  their  own  nation,  it  was  impossible,  on  the  other 
hand,  to  control  the  sovereign  rulers  of  foreign  states. 


The  solution  to  the  problem  lies  in  reducing  the  demand  for  cartel  oil  forc- 
ing prices  down  by  economic  means.  Reducing  OPEC  demand,  however,  is 
painful  and  expensive.  It  requires  two  measures:  (1)  reducing  energy  consump- 
tion in  the  importing  countries;  and  (2)  increasing  non-OPEC  energy  produc- 
tion. Both  measures  require  higher  domestic  energy  prices  for  their  accomplish- 
ment. They  also  require  much  time  and  much  adaptation  on  the  part  of  pro- 
duction methods  and  consumption  patterns  in  the  domestic  economy. 

Within  OPEC  one  can  make  sub-classification  further  into: 

1.  Group  I  consisting  of  Libya,  Kuwait,  Qatar,  Saudi-Arabia,  and  United 
Arab  Emirates  whose  reserves  are  adequate  to  sustain  production  for 
15-70  years  making  oil  in  the  ground  an  almost  superfluous  resource; 

2.  Group  II  consisting  of  Algeria,  Iran,  Iraq  and  Venezuela;  and 

3.  Group  III  consisting  of  Equador,  Gabon,  Indonesia  and  Nigeria. 

Group  II  and  III  countries  may  be  limited  in  their  potential  to  expand  oil 
production  over  the  long  run  because  of  reserve  limitations.  See  Table  1. 
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Table  1 


CHARACTERISTICS  OF  OPEC  AND  ASEAN  COUNTRIES  BY  1978/1979 


OPEC  Population    Oil  Production     BOP       Reserves      Reserve  to     Years  current 

(millions)      (million  bbls/  (million  $)  (billion  bbls)  Production  Production 

day)  Ratio      could  be  sustain- 

ed w/o  add. 
reserves 


f^rmir*  1  f"*  minings 

1.  Libya 

2.7 

2.065 

1,024 

23.5 

31.2 

23.2 

2.  Kuwait 

1.2 

2.215 

6,166 

65.4 

80.9 

72.9 

3.  Qatar 

2 

.505 

n.a 

3.8 

20.6 

12.6 

4.  Saudi  Arabia 

8.2 

9.245 

12,793 

163.4 

48.4 

40.4 

5.  United  Arab  Emirates 

.2 

1.835 

n.a 

29.4 

43.9 

35.9 

Group  II  Countries 

1.  Algeria 

17.6 

1.025 

-2,977 

8.4 

22.5 

14.5 

2.  Iran 

35.8 

3.035 

5,370 

58.0 

52.4 

42.4 

3.  Iraq 

12.2 

3.435 

1,209 

31.0 

24.7 

16.7 

4.  Venezuela 

14.0 

2.355 

-4,973 

17.9 

20.8 

12.8 

Group  III  Countries 

1.  Equador 

7.8 

.215 

54 

1.1 

14.0 

6.0 

2.  Gabon 

.5 

.205 

n.a 

.5 

6.7 

0 

3.  Indonesia 

136.0 

1.590 

-  773 

9.6 

16.5 

8.5 

4.  Nigeria 

80.6 

2.305 

-3,696 

17.4 

20.7 

12.7 

ASEAN  (excl.  Indonesia) 

1.  Malaysia 

13.3 

negligible  export 

284 

n.a 

n.a 

n.a 

2.  Philippines 

45.6 

import 

-  991 

n.a 

n.a 

n.a 

3.  Singapore 

2.3 

import 

-  669 

n.a 

n.a 

n.a 

4.  Thailand 

44.5 

import 

-1,098 

n.a 

n.a 

n.a 

Sources:  World  Bank,  World  Development  Report,  1 980,  pp.  1 1 0-  ]  1 1 .  Congress  of  the  US,  Office  of  Technology 
Assessment,  World  Petroleum  Availability  1980-2000:  .4  Technical  Menwrandum.Oaober  1980,  p.  46 
n.a.  =  Data  not  available. 


With  the  possibility  of  production  increases  one  can  suspect  that  for  a  long 
time  production  will  be  limited  by  absorptive  capacity  rather  than  by  reserves. 
Hence  over  the  next  ten  years  Group  II  and  III  members  could  play  potentially 
disruptive  roles  in  the  cartel.  Beyond  this  period  the  situation  depends  upon 
their  additions  to  oil  reserves.  Without  significant  reserve  additions  they  could 
be  producing  near  capacity,  so  that  oil  production  would  constraint  domestic 
investment  rather  than  the  reserve. 

One  can  conclude,  that  in  the  short-run  period  the  absorptive  capacity  of 
the  countries  in  Group  II  and  III  meant  a  highly  united  cartel.  Over  the  in- 
termediate period  to  1985,  these  countries  have  sufficient  reserve  capacity, 
coupled  with  rapidly  growing  investment  requirements,  to  suggest  that  they 
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will  seek  higher  market  shares.  If  these  maneuvres  are  not  countered  by  the  ac- 
ceptance of  reduced  market  shares  by  Group  I  members,  the  stability  of  the 
cartel  could  be  impaired.  Over  the  longer  run,  revenue  targets  of  absorptive 
capacity  can  expand  greatly  and  cannot  act  as  a  lasting  constraint  on  output. 
With  additional  reserves  large  producers  will  come  to  recognize  that  even 
though  the  returns  on  the  type  of  investments  which  they  find  acceptable  may 
be  less  than  desired,  it  is  far  more  remunerative  than  keeping  the  oil  in  the 
ground.  However,  productive  capacity  rather  than  absorptive  capacity  may 
be  the  binding  constraint  for  many  producers. 


REACTION  OF  NON-OIL  EXPORTING  COUNTRIES 


The  reactions  of  the  importing  nations  to  the  oil  embargo  and  the  subse- 
quent price  hike  were  largely  inappropriate.  Suspecting  oil  company  collusion 
with  OPEC,  most  countries  especially  the  OECDs  took  punitive  measures 
against  petroleum  operations,  including  tax  increases,  price  controls,  and 
other  restrictions  on  activities  such  as  volumes  exported  and  imported.  These 
measures  complicated  the  situation  by  disrupting  international  supply  and 
distribution  networks,  increasing  company  operating  costs,  failing  to  provide 
any  direct  price  motivation  for  conservation,  and  reducing  long-run  economic 
incentives  for  increasing  domestic  supplies. 

These  countries,  however,  recognized  their  mistakes  and  began  to  under- 
take better  policies,  e.g.  offering  price  motivation  for  both  production  and 
conservation  so  that  their  oil  production  increases  and  their  energy  consump- 
tion is  decreasing.  By  1981  there  is  oil  glut,  i.e.  the  world  experiences  excess 
supply  in  the  amount  of  1.5  million  barrels  per  day;  prices  begin  to  steady  even 
declining  to  what  Saudi-Arabia  is  selling  her  oil,  i.e.  $  35  per  barrel,  from 
$  36-$  40  per  barrel.  It  is  more  crucial  for  the  LDCs  including  ASEAN 
members  and  the  Centrally  Planned  Economies  to  continue  and  to  expand  ef- 
forts to  use  energy  efficiently  and  to  increase  production,  and  to  develop 
energy  alternatives.  These  countries  have  little  margin  to  tolerate  waste,  their 
energy  requirements  are  growing  rapidly,  and  the  achievement  of  their  long- 
term  development  objectives  depends  on  accomodating  to  the  new  energy 
situation.  Specifically,  for  the  Centrally  Planned  Economies,  oil  production 
reached  5,160  million  barrels  in  1979  (22.5  per  cent  of  total  world  oil  produc- 
tion). Most  of  the  producing  countries  utilize  oil  for  their  own  use  and  are  try- 
ing to  increase  their  oil  reserves  and  to  make  some  conservation  measures. 


'O//  and  Gas  Journal,  Annual  Survey  1980. 
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IMPACT  OF  OPEC  OIL  PRICE  INCREASES  ON  NON-OIL  EXPORTING 
COUNTRIES  AND/OR  ON  OIL  IMPORTING  LDCS 

In  contrast  with  the  concerted  OPEC  quest  for  market  control,  the  con- 
sumer nation  counter  thrust  has  been  relatively  weak.  Consumer  nations  in- 
dividually and  collectively  were  slow  to  recognize  the  nature  of  the  OPEC 
challenge.  When  they  did  recognize  the  challenge  the  individual  and  collective 
response  of  the  consumer  nations  for  the  most  part  has  been  uncoordinated. 
Finally,  however,  after  the  1980s  their  coordinated  effort  to  reduce  consumption 
and  fulfil  consumption  from  increases  in  domestic  oil  production  seems  to 
reach  its  goals  resulting  in  oil  glut  and  oil  price  decreases.  It  takes  about  5-7 
years  to  change  consumption  patterns  and  to  increase  production  capacities  in 
non-oil  exporting  countries.  However,  the  reactions  would  only  be  temporary. 
In  Table  2  one  can  see  that  the  average  annual  growth  (in  percentages)  of  com- 
mercial energy  consumption  of  the  world,  LDCs,  and  oil-importing  LDCs 
declined  during  1975-1980  from  the  preceding  period  of  1950-1974,  but  will 
rise  again  not  much  though  during  the  1980-1990  period.  It  cannot  be  denied 
that  funds  of  the  oil-importing  developing  countries  (OIDCs)  should  be  spent 
on  purchasing  oil  from  OPEC  or  somewhere  else.  It  is  a  matter  of  allocating 
available  funds  for  this  purpose  or  for  any  other  purposes,  i.e.  domestic  in- 
vestment projects. 

Table  2 

WORLD  COMMERCIAL  ENERGY  CONSUMPTION,  1975-1990 
(million  barrel  a  day  of  oil  equivalent) 


Average  Annual  Growth 
(percent) 


1975 

1980 

1985 

1990 

1950-75 

1975-80 

1980-90 

World 

122.1 

137.8 

166.0 

201.5 

5.0 

2.5 

3.9 

Developing  Countries 

13.9 

16,7 

22.3 

30.6 

6.9 

3.7 

6.2 

Oil  Importing  Developing 
Countries  (OIDCs) 

10.4 

12.4 

16.8 

22.8 

6.9 

3.6 

6.3 

Source:    The  World  Bank,  Energy  in  the  Developing  Countries,  August  1980,  p.  2. 

It  is  understood  that  the  OIDCs  experience  balance  of  payments  deficits 
because  of  oil  price  increases.  And  OPEC  portofolio  preferences  are  clearly 
not  destined  to  support  or  finance  these  balance  of  payments  deficits.  With  oil- 
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surplus  money  being  distributed  without  regard  to  deficit  financing  needs,  a 
heavy  redistribution  or  recycling  burden  falls  upon  the  financial  markets:  the 
Euro-currency  market,  the  United  States  money  market  and  long-term  capital 
markets.  The  international  financial  community  has  been  rather  dubious 
about  whether  the  Euro-currency  market  will  rise  to  the  occasion  and  do  a 
good  recycling  job.  Many  Eurobanks  are  suffering  from  highly  unfavorable 
capital-liability  ratios,  and  they  are  therefore  reluctant  to  take  on  sizable  addi- 
tional balances  from  supplier  countries.  The  market  also  gets  bad  marks  as  a 
recycler  because  the  maturity  pattern  of  OPEC  placements  is  entirely  unsuited 
to  the  needs  of  oil-deficit  countries:  the  supplier  put  a  premium  on  liquidity; 
the  borrowers  —  whether  they  want  balance  of  payments  or  project  loans  — 
need  long-term  financing.  Another  handicap  of  the  market  as  a  recycler  of 
funds  is  that  the  suppliers  tend  to  concentrate  their  placements  in  a  selected 
group  of  large  prime  banks.  The  United  States  money  market  capacity  to  recy- 
cle OPEC  surplus  appears  to  be  a  little  bit  inferior  to  that  of  the  Euromarket. 
With  increases  in  interest  rates  in  the  US,  however,  the  trend  is  encouraging. 
The  US  government  securities  markets,  the  market  for  federal  agency  papers, 
and  time  deposits  in  major  US  banks  are  the  second  largest  recipients  of 
surplus  funds.  The  problem  is  that  foreign  placements  in  US  government 
securities  do  not  automatically  set  into  motion  outflows  of  funds  from  the 
United  States.  Long-term  capital  markets  are  going  to  play  a  major  role  in  the 
recycling  process.  The  demand  for  investment  capital  throughout  the  world  is 
immense  and  growing  rapidly;  so  is  the  accumulation  of  capital  in  many  of  the 
OPEC  countries.  There  are  several  avenues:  (a)  equity  investments;  (b)  real 
estate  investments;  (c)  direct  investments  in  industrialized  countries;  (d)  the 
development  of  petrochemical  and  other  energy-based  industries  in  developing 
countries.  To  the  extent  that  they  fail  to  do  the  job,  the  deficit  countries  are 
likely  to  turn  to  international  financial  institutions,  e.g.  the  International 
Monetary  Fund  in  the  hope  of  tapping  the  OPEC  countries'  surplus  funds. 
And  if  the  funds  made  available  by  the  OPEC  countries  to  international  in- 
stitutions should  prove  to  be  inadequate,  the  only  recourse  left  to  the  deficit 
countries,  after  their  exchange  reserves  reach  an  irreducible  minimum,  appears 
to  be  bilateral  deals  involving  loans  either  from  the  OPEC  governments  (see 
Table  3)  or  from  governments  of  other  surplus  countries.  One  has  to 
recognize,  however,  that  the  arrangement  involve  risks  and  some  requirements 
are  needed:  (1)  oil-deficit  countries  should  offer  attractive  investment  oppor- 
tunities to  surplus  countries;  (2)  the  deficit-countries  should  be  able  to  show 
that  the  arrangement  will  not  burden  them  with  interest  payments  that  will  add 
heavily  to  the  strains  and  stresses  on  their  economies;  and  (3)  the  deficit 
countries  should  be  able  to  maintain  stability  of  their  countries. 

Another  possible  deal  may  involve  trade:  OPEC  countries  send  oil;  non-oil 
exporting  countries  in  turn  send  agricultural  and  manufactured  goods. 
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CONCLUSIONS 

The  relationship  between  OPEC  and  non-oil  exporting  countries  can  take 
several  forms: 

1 .  With  OECD:  Some  of  the  OPEC  members  are  dependent  upon  the  ma- 
jor consumer  nations  for  industrial  goods  and  much  of  their  foods;  however, 
OPEC  as  a  group  have  accumulated  sizable  foreign  exchange  reserves.  Items 
which  the  oil  producers  purchase  in  the  world  market  would  be  available  in 
numerous  oil  consuming  nations.  In  a  test  of  strength  between  oil  consumers 
and  producers,  it  is  possible  that  the  producers  will  win.  The  consuming  na- 
tion's short-term  demand  for  oil  is  less  elastic  than  the  producing  nation's 
short-term  demand  for  consumer  and  producer  goods.  In  the  absence  of  an  oil 
consuming  nation  counter  cartel,  there  is  little  or  nothing  that  individual  oil 
consuming  government  can  do  to  break  OPEC  cartel. 

Effort  to  encourage  new  oil  exploration,  development  and  production  and 
energy  conservation  that  many  consuming  nations  undertake  may  in  the  long- 
run  result  in  oil  glut;  but  as  we  have  seen  demand  for  oil  is  also  increasing. 
Limitation  of  production  done  by  OPEC  may  maintain  its  strength  and  con- 
serve resources  and  still  obtain  targeted  revenues. 

To  limit  conflict,  however  OPEC  countries  individually  tolerate  bilateral 
agreements  with  OECDs. 

2.  With  ASEAN  and  other  OIDCs:  ASEAN  countries  (except  Indonesia 
and  Malaysia)  and  OIDCs  suffer  the  most  from  high  prices  of  oil.  Their  funds 
are  absorbed  for  purchasing  oil  so  that  their  development  is  impaired.  In  this 
case  OPEC  countries  could  do  these  following: 

a.  channel  surplus  funds  to  financial  markets  and  let  ASEAN  and  OIDC 
countries  seek  additional  funds  there; 

b.  channel  surplus  funds  to  international  financial  institutions  such  as  IMF; 

c.  do  bilateral  agreements  with  ASEAN  and  OIDSc:  government  to  govern- 
ment deals. 

3.  With  the  Centrally  Planned  Economies:  Since  CPE  try  to  be  self- 
sufficient  in  oil,  OPEC  should  be  aware  of  this  fact.  CPE  would  always  seek 
for  increase  of  production  and  alternative  of  energy  reducing  oil  consumption, 
so  that  they  can  be  independent  of  OPEC.  There  seems  to  be  nothing  that 
OPEC  could  do  in  this  case.  Only  bilateral  deal  or  barter  may  develop  with 
CPE. 
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The  possibility  of  a  single  consumer  nation  cartel  should  be  recognized  by 
OPEC.  They  will  agree  to  reducing  consumption  and  looking  for  alternative 
energy  resulting  in  reduced  demand  and  prices  for  OPEC  oil  in  the  long-run. 
OPEC  therefore  should  wisely  use  their  funds  for  development  projects  within 
their  country  or  in  non-oil  exporting  countries  including  ASEAN  to  counter 
impacts  of  possible  declining  future  funds. 

Diversification  of  investment  projects  and  portofolio  should  now  be  in- 
itiated, especially  within  OPEC  members  whose  absorptive  capacity  is  limited. 
Some  kind  of  regional  cooperations  among  OPEC  members  are  useful.  For 
members  whose  absorptive  capacity  is  large  (Algeria,  Indonesia,  Nigeria  and 
Venezuela)  some  kind  of  Benefit-Cost  Analyses  of  projects  should  be  applied. 

It  is  understood  that  Regional  Cooperation  between  ASEAN  and  other 
OIDCs  and  OPEC  could  be  developed  involving  trade  of  oil  and  gas  for 
foodstuffs  and  manufactured  goods;  credit  arrangements  could  also  be 
established;  and  OPEC  could  channel  funds  to  Asian  Development  Bank  to  be 
used  by  ASEAN  and  other  OIDCs. 

A  multi  commodity  economic  model  could  also  be  developed  involving  the 
world  oil  and  other  merchandise  to  show  the  effects  of  prices  increases  and 
problem  of  allocating  reduced  production  level  among  individual  countries  in- 
volved so  that  mutual  benefits  can  be  achieved. 
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OIL  AND  SECURITY:  THE  STORY  OF 
ASCOPE 


B.A.  HAMZAH 


INTRODUCTION 

There  has  been  an  interest  in  scarce  resources  as  they  affect  international 
security,  foreign  policies  of  states  and  their  propensity  for  conflict.  Classical 
strategists,  notably  the  advocates  of  geopolitics1  (e.g.  Alfred  Thayer  Mahan, 
Sir  Harold  Mackinder),  had  posited  a  relationship  between  resources  and 
power  potential.  There  are  many  who  suggest  race  or  competition  for  scarce 
resources  that  could  lead  to  conflicts.  The  works  of  Conelly,2  Denis  Phages,3 
David  Orr,4  Geoffrey  Kemp,5  among  others  corroborate  each  other's  findings. 
They  have  concluded  that  conflicts  are  likely  to  occur  from  problems  of  access 
to  scarce  resources.  David  Orr  has  argued  that  conflicts  are  likely  under  certain 
scarcity  conditions  -  and,  that  modern  political  systems  extremely  dependent 
on  outside  sources  for  high  energy  and  resource  inputs  for  modernization  tend 
to  be  increasingly  conflict  prone.  The  general  theme  of  these  discussions  seems 
to  posit  a  special  relationship  between  resource  scarcity  and  the  potential  for 
conflict.  They  point  to  the  1973  Arab  oil  embargo  as  an  instigator  for  con- 
flicts. It  seems  apparent  to  these  critics  that  an  international  politics  of 
resource  scarcity,  be  it  real  or  contrived,  would  be  an  important  aspect  of  the 
international  system. 

'The  study  of  geopolitics  has  interested  many  in  the  past.  It  is  becoming  popular  again  among 
many  students  of  international  relations  as  it  has  certain  efficacy  in  the  present  international 
mileau. 

2Conelly,  P.  and  Perlman,  R.  The  Politics  of  Scarcity:  Resource  Conflicts  in  International 
Relations  (London:  Oxford  University,  Press,  1975). 

3Pirages,  D.  "Scarcity  and  International  Politics",  International  Studies  Quarterly,  Vol.  21 
No.  4,  December  1972. 

4Orr,  D.  "Modernization  and  Conflict:  The  Second  Image  Implications  of  Scarcity,"  Interna- 
tional Studies  Quarterly,  Vol.  21  No.  4,  December  1972. 

5Kemp,  G.  "Scarcity  and  Strategy,"  Foreign  Affairs,  January  1978. 
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The  1973  oil  embargo  left  behind  many  grim  reminders  in  this  part  of  the 
world.  Yet  contrary  to  many  -  much  to  the  chagrin  of  the  pessimists  who  have 
absurd  penchant  for  linking  conflict  to  resource  scarcity  -  the  embargo  provid- 
ed a  basis  for  cooperation.  Scarce  petroleum  resources  have  not  eclipsed  nor 
precluded  cooperation  in  the  region.  One  of  the  least  known  mechanism  for 
cooperation  is  the  ASEAN  Council  on  Petroleum  (ASCOPE)  -  the  subject  of 
this  paper. 


ORGANIZATION1 

ASCOPE  was  formalized  on  15  October  1975  in  Jakarta.  It  was  created, 
with  apprehension  of  another  worldwide  energy  crisis,  to  act  primarily  as  a 
communication  centre  to  exchange  information  on  petroleum  matters  for  the 
ASEAN  countries.  Although  it  draws  a  lot  of  its  inspiration  from  OPEC  and 
the  OAPEC  oil  price  revolutions  of  1973,  it  has  never  pretended  or  aspired  to 
be  one.  ASCOPE  does  not  have  the  facilities  nor  the  organizational  structure 
that  make  OPEC  a  strong  cartel.  ASCOPE  is  a  community  of  national  oil 
companies  and  oil  consuming  nations  within  a  particular  geographical  zone 
with  many  operating  constraints.  Whereas  OPEC  is  an  organization  of  large 
oil  exporters  that  transcends  regional  boundaries. 

When  it  was  first  thought  ASCOPE  was  designed  to  serve  as  a  technical 
committee  on  petroleum  for  the  ASEAN  Ministerial  Conference.  As  it  grew  in 
stature  it  has  taken  a  different  path  deviating  slightly  from  the  original  ar- 
rangement. It  is  an  autonomous  committee  within  ASEAN  though  structurally 
it  is  not  under  the  Secretariat  General.  After  September  1978  ASCOPE  was 
given  the  blessings  by  the  ASEAN  Ministers  Conference  to  be  responsible  for 
petroleum  matters  leaving  COIME  (the  Committee  on  Industry,  Minerals  and 
Energy)  to  take  care  of  non-petroleum  energy  issues.  Originally,  ASCOPE  was 
also  designed  as  a  Committee  of  senior  officials,  a  kind  of  Expert  Group,  to 
be  relied  on  for  advice  by  COIME. 

ASCOPE  has  its  own  secretariat  and  staff  based  in  Jakarta  besides  a  Coun- 
cil and  National  Committees.  The  Council  is  the  highest  body  within  ASCOPE 
and  formulates  policies  for  the  organization.  The  heads  of  National  Oil  Com- 
panies are  members  of  the  Council.  They  meet  once  a  year  in  different  capitals 
within  ASEAN  on  rotation  basis.  Serving  the  Council  is  the  National  Commit- 
tee with  three  working  committees:  Technical,  Economic  and  Legal. 


1  ASCOPE:  The  First  Five  Years  (1975-1980)  (Jakarta:  ASCOPE  Secretariat.  1980). 
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Within  the  ASEAN  context  ASCOPE  is  designed  to  provide  the  following 
roles:1 

-  "...  promotion  of  active  collaboration  and  mutual  assistance"  in  developing  petroleum 
resources  in  the  region  through  joint  endeavours. 

-  Cooperation  in  efficient  use  of  petroleum. 

-  Provision  of  mutual  assistance  in  personnel  training  and  the  use  of  available  facilities  at 
all  levels  of  the  oil  industry. 

-  Holding  of  conferences  and  seminars. 

-  Cooperation  with  other  existing  international  and  regional  organizations  with  identical 
aims. 


These  are  undeniably  very  broad  objectives.  Hence  they  are  subject  to  all 
kinds  of  interpretation.  Yet  it  must  be  appreciated  that  it  is  very  important  for 
an  organization  like  ASCOPE  to  keep  its  objectives  as  broad  as  possible  at 
least  at  the  beginning.  It  was  however  understood  that  the  rationale  for 
ASCOPE  is  the  provision  of  loose  machinery  that  could  ensure  for  some  kind 
of  energy  autarky  for  the  region  -  a  contingency  plan  that  could  ensure  self- 
sufficiency  in  crude  oil  and  petroleum  products  during  crisis  similar  to  the 
1973  OAPEC  oil  embargo. 

Since  inception  ASCOPE  has  been  advocating  the  concept  of  petroleum 
sharing  scheme  as  a  contingency  plan.  More  recently,  however,  talks  have  been 
held  at  ministerial  levels  to  discuss  a  petroleum  reserve  scheme  for  ASEAN.  It 
is  still  too  early  to  make  anything  out  of  the  latter.  According  to  one  source,2 
"there  is  no  meeting  of  minds  yet"  over  the  issue.  This  paper  would  concen- 
trate only  on  the  former. 


ASEAN  EMERGENCY  SHARING  SCHEME 


The  history  of  the  ASEAN  Emergency  Petroleum  Sharing  Plan  had  its 
origin  in  the  Declaration  of  the  ASEAN  Concord  signed  by  the  Heads  of 
Government  in  February  1976  at  Bali.3  The  relevant  portion  delineates  the  ob- 
jective of  cooperation  in  this  way: 

"Member  states  shall  assist  each  other  by  according  priority  to  the  supply  of  the  individual 
country's  needs  in  critical  circumstances,  and  priority  to  the  acquisition  of  exports  from 
members  states  in  respect  of  basic  commodities,  particularly  food  and  energy",  (emphasis 
added) 

xIbid.,  pp.  15-17. 

2A  Petronas  official  who  prefers  anonymity. 

^Treaty  of  Amity  and  Cooperation  in  Southeast  Asia  -  Bali,  24  February  1976  in  Facts  on 
ASEAN  (Ministry  of  Foreign  Affairs,  Kuala  Lumpur,  1977). 
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Unwilling  to  let  the  decision  reached  at  Bali  hanging  in  the  air,  the  ASEAN 
Economic  Ministers,  at  their  second  meeting  held  in  Kuala  Lumpur  on  8-9 
March  1976,  dealt  with  the  matter  in  a  more  serious  tone.  The  meeting  iden- 
tified crude  oil  and  rice  as  the  priority  commodities  that  need  full  cooperation 
from  all  the  member  states.  A  decision  to  consider  preferential  trading  ar*- 
rangements  for  these  two  commodities  was  also  reached.  It  was  also  resolved 
that  in  time  of  critical  circumstances  arising  from  (over)  supply  and  (or)  shor- 
tage, some  loose  arrangements  providing  the  member  countries  with  priority 
over  purchase  and  supply  should  also  be  thought  of. 

Confident  that  something  was  in  the  offing  -  one  that  could  be  worked  out 
to  its  advantage  -  the  Philippine  delegates  proposed  a  scheme  for  emergency 
sharing  of  petroleum  at  the  ASEAN  National  Committee  meeting  in  Singapore 
on  May  14-16,  1976. 1  As  the  committee  was  still  uncertain  of  the  form  the 
sharing  scheme  was  to  take  shape,  the  matter  was  deferred. 

By  this  time  other  committees  within  the  ASEAN  rubric  began  to  be  in- 
terested as  they  always  do,  when  it  involves  oil.  The  ASEAN  committee  on 
Trade,  for  instance,  in  its  inaugural  meeting  held  in  Singapore  expanded  the 
idea  and  made  two  very  significant  resolutions.  Firstly,  it  was  agreed  that  the 
principle  of  first  refusal  should  apply  in  times  of  critical  circumstances. 
Translated  into  plain  language  it  means  that  exporting  member  countries  are 
expected  to  give  the  importing  members  the  option  of  first  refusal  on  available 
supplies  in  times  of  shortage.  The  second  resolution  pertains  to  the  definition 
of  what  was  considered  to  be  "shortage" 

It  was  agreed  that  the  principle  of  first  refusal  would  operate  only  in  times 
of  shortage  being  the  amount  which  the  exporting  members  had  not  commit- 
ted or  contracted  to  traditional  buyers.  This  would  mean  the  equivalent  of  the 
total  production  less  domestic  consumption  and  the  amount  committed  to 
traditional  buyers.  Although  the  Trade  Committee  was  more  concerned  with 
rice,  the  same  principle  was  also  adopted  for  petroleum  crude  with  some 
modifications. 

Taking  the  cue  from  the  above  resolutions  of  the  Trade  Committee,  the 
Philippines  pursued  the  matter  on  various  occasions.  Naturally  the  Philippines 
was  concerned  more  with  black  gold  than  rice.  The  Philippines  activated  its 
previous  proposal  at  Bangkok  (October  5,  1976),  Kuala  Lumpur  (October 
15-16,  1977)  and  Manila  (March  23-25,  1977).  The  meeting  of  the  ASCOPE 
Economic  Committee  in  Manila  was  crucial.  Following  a  proposal  from  the 
Indonesian  delegation  a  workable  modus  operandi  was  introduced.  The  In- 

xThe  Malaysian  Digest,  October  1976,  p.  2.  See  also  New  Nation  (Singapore  Daily,  24  May 
1976). 
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donesian  delegates  made  the  following  observations  at  the  Third  ASCOPE 
Economic  Committee  meeting  in  Manila  (March  1977): 1 

-  The  exporting  country  should  commit  only  the  surplus,  i.e.  those  not  committed  or 
contracted  to  traditional  buyers. 

-  To  commit  an  additional  10%  of  the  volume  of  each  type  of  government  entitled  crude 
wherever  the  shortage  exceeds  80%  of  the  normal  requirement  of  the  importing  country. 

-  If  other  sources  of  supply  are  available  to  meet  the  80%  shortfall  then  any  request  for  crude 
supply  should  be  negotiated  bilaterally;  and 

-  Price  would  be  negotiated  on  bilateral  basis  and  that  the  continuation  of  the  critical 
shortage  period  to  be  determined  by  consultation. 

Sensing  the  above  recommendations  may  have  adverse  effects  on  its  posi- 
tion, Malaysia  clarified  its  stand.  First,  it  consented  to  contribute  only  low 
sulphur  crudes.  Secondly,  in  an  unexpected  move  Malaysia  informed  the 
Council  that  the  scheme  would  benefit  it  more  than  as  a  donor  as  it  is  a  net  im- 
porter of  crudes.  This  did  convey  to  the  conference  a  wrong  impression  that  it 
would  not  be  so  forthcoming  and  it  was  rather  reluctant  to  make  a  positive 
contribution  to  ASCOPE  which  was  and  is  not  certainly  the  case.  ASCOPE  is 
concerned  with  uncommitted  surplus  supply  from  exporting  sources.  As  to 
whether  Malaysia  stand  to  be  more  of  a  beneficiary  as  it  claims,  rather  than  a 
donor  is  questionable.  What  it  should  not  deny  is  that  it  is  the  second  largest 
crude  producer  in  the  region. 

Nonetheless  the  Manila  meeting  had  a  happy  ending  and  provided  the  basis 
for  future  discussions  on  petroleum  sharing  in  ASCOPE.  It  was  agreed  at  the 
meeting  that  the  ASCOPE  Economic  Committees  were  to  brief  the  respective 
ASCOPE  National  Committees  meeting  in  Jakarta  the  following  July  1977  on 
the  mechanics  for  sharing  resolved  earlier  in  Manila.  The  following  formulas 
were  to  apply: 

Exporting  members  of  ASCOPE  would  have  to  commit  during  critical  circumstances  as 
defined  earlier  only  crude  and  petroleum  products  that  have  not  been  committed  or  contracted 
to  traditional  buyers,  equivalent  to: 

Crude  production  capability  (of  exporting  country)  plus  available  imports  of  crude  oil  and/or 
petroleum  products  less  domestic  consumption  and  the  amount  oil  already  committed  and 
that  of  the  oil  contractors. 

If  for  some  reasons  the  supply,  using  the  above  formula,  and  added  to  ft  other  available 
resources,  produce  less  than  80%  of  the  normal  domestic  requirement  of  the  "countries 
in  distress"  then  the  exporters  are  expected  to  increase  their  portion  of  supply  by  10%.  It 
would  be  recalled  that  the  10%  additional  supply  was  first  mooted  by  Indonesia.  Malaysia 
expressed  reservations  on  this.  However,  it  agreed  to  negotiate  for  request  beyond  80% 
requirements. 

'These  information  and  data  are  not  available  to  public.  However,  the  author  was  able  to  col- 
lect them  through  interviews  and  discussions  with  the  relevant  personalities  in  ASCOPE.  For  ob- 
vious reasons  they  prefer  not  to  be  cited  except  in  appreciation. 
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It  would  be  observed  that  despite  the  formula  there  was  no  particular  con- 
sensus on  specific  matters  though  the  meetings  were  able  to  narrow  down  their 
differences  by  adopting  mainly  procedural  resolutions.  Thus  far  nothing 
substantive,  the  nitty-gritty  or  nuts-and-bolts,  had  been  spelled  out. 


Most  of  the  ambiguities  of  the  past  two  years  with  regard  to  the  Emergency 
Petroleum  Sharing  Plan  were  taken  up  at  the  first  meeting  of  the  ASCOPE 
Council  which  accepted  the  emergency  scheme  as  proposed  by  the  ASEAN 
Economic  Ministers  Meeting.  Among  the  adopted  principles  for  cooperation 
are: 

-  The  formula  for  triggering  the  scheme  would  be  (Cp)  +  m-(E  +  C  +  0  +  G)  i.e.  the  amount 
to  be  supplied  equals  to:  Production  capability  (Cp)  plus  available  imports  of  crude  oil  and/ 
or  oil  products  (M)  less  amount  contractually  committed  to  traditional  buyers  (E)  plus 
domestic  consumption  (C)  plus  the  amount  of  crude  oil  and/or  oil  products  exported  by 
oil  contractors  of  refiners  serving  mainly  international  markets  as  in  the  case  of  Singapore 
which  the  government  has  no  entitlement,  and  the  amount  of  crude  not  owned  directly  by 
government. 

-  If  the  quantity  of  supply  using  the  above  formula  and  from  other  sources  is  still  less  than 
80%  of  the  normal  domestic  requirements  of  the  country  in  distress,  the  supplying 
governments  will  endeavour  to  contribute  to  the  energy  pool  an  additional  10%  of  each 
type  of  crude  oil  and  of  oil  products  that  it  has  entitlement.  However,  to  cater  for  Malaysia's 
earlier  reservation  the  Council  decided  that  any  request  of  supply  to  cover  needs  beyond 
80%  of  normal  requirements  shall  be  negotiated  on  a  bilateral  basis. 

-  The  emergency  oil  supplies  are  strictly  for  domestic  consumption  unless  otherwise  mutually 
agreed  upon.  It  is  not  clear  whether  the  consensus  of  the  Council  is  required  to  utilize  oil 
products  on  crude  for  non-emergency  purposes  or  whether  some  kind  of  bilateral 
arrangement  consent  is  sufficient.  As  the  Council  was  of  the  opinion  that  the  occasion  for 
using  it  in  non-emergency  situation  was  considered  rare,  the  matter  was  not  discussed  in 
greater  details. 

-  It  was  also  agreed  that  whenever  there  is  an  oversupply  of  the  items  or  in  time  of  critical 
needs  experienced  by  the  producers  as  evaluated  by  the  Economic  Ministers,  the  importing 
countries  have  to  reciprocate  by  reversing  their  role.  In  this  context  they  are  expected  to 
accord  purchase  priority  to  exports  of  the  member  countries  so  that  their  exports  level 
would  not  be  less  than  80%  after  accounting  for  their  domestic  consumption,  supply 
commitments,  availability  or  processing  facilities  etc.  Of  course,  what  constitutes  beyond 
80%  level  would  be  a  matter  of  bilateral  interest. 


The  Emergency  plan  becomes  effective  only  after  notification  from  the 
Economic  Ministers  and  consultation  by  the  interested  parties  (ASCOPE 
Council),  COIME  and  the  Economic  Ministers  taking  into  consideration  other 
political  problems.  The  procedure  provides  for  the  affected  member  state  to 
give  notice  of  what  it  considers  to  be  a  grave  situation  to  the  Economic 
Ministers  who  must  decide  within  three  weeks  after  receiving  the  report 
whether  to  put  the  emergency  sharing  scheme  into  operation  or  not. 
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In  the  usual  ASEAN  spirit,  it  was  resolved,  that  since  the  principles  of 
sharing  the  oil  surplus  would  be  based  on  mutual  interest,  reciprocity, 
understanding  and  consultation,  no  country  take  advantage  of  another's 
adverse  situation.  The  Council  had  in  mind  of  price  gouging  (or  any  other 
form  of  unfair  pricing  mechanisms),  hoarding  and  production  cut-back  when  it 
deliberated  on  exploiting.  It  also  became  clear  in  the  Council  meeting  that  the 
ASEAN  oil  importers  (Thailand  and  the  Philippines)  had  expected  price  con- 
cessions from  the  other  exporters.  Thailand  and  the  Philippines  could  have 
cited  the  special  friendship  prices  offered  by  the  People's  Republic  of  China 
and  Mexico  to  support  their  case.  Even  though  the  plea  was  not  made  official- 
ly, the  informal  discussions  were  obviously  not  fruitful.  However,  it  is  in- 
teresting to  note  that  according  to  a  PETRONAS  official,  had  it  not  been  for 
•  ASCOPE  Malaysia  could  have  "whacked"  a  spot  price  against  the  Thais.  In- 
stead, Malaysia  sold  to  Thailand  crude  and  diesel  at  competitive  term  prices 
and  at  no  time  had  charged  spot  prices. 

It  must  be  further  emphasised  that  at  the  first  meeting  of  the  Economic 
Ministers  on  Energy  Cooperation  held  in  Bali  (September  1980)  and  a  month 
later  the  ASEAN  Economic  Ministers  met  in  Bangkok  for  the  tenth  session,  a 
decision  was  reached  on  20%  trigger  level  instead  of  10%  to  be  reflected  at  a 
later  part  of  this  presentation. 

It  was  further  announced  in  Yogyakarta1  (shortly  after  the  Bangkok 
Meeting)  in  October  1980  at  the  6th  ASCOPE  Council  Meeting,  that  ASEAN 
countries  should  consider  establishing  an  ASEAN  Petroleum  Security  Reserve 
similar  to  the  ASEAN  food  reserve.  It  is  still  hazy  and  too  early  to  make 
anything  out  of  this  organisation  but  I  have  my  own  suspicion  -  to  be  reflected 
in  the  next  few  pages. 


EXISTING  COOPERATION  WITHIN  ASCOPE 

ASCOPE  is  basically  a  consultative  machinery.  It  is  not  an  executive  body 
with  powers  and  authority  to  purchase  crude  or  petroleum  products.  Contrary 
to  the  more  recently  held  opinion,  most  of  the  trading  in  oil  has  been  on 
bilateral  basis.  With  that  in  mind  the  author  raised  a  question  to  a  member  of 
the  National  Committee:  as  whether  the  existing  bilateral  oil  trade  and 
cooperation  would  continue  to  exist  outside  the  ASCOPE  framework.  The 
response  was  ambigious  but  the  thinking  was  quite  clear.  It  was  indicated  that 


'See  reports  published  by  ASCOPE  on  the  occasion  of  the  opening  ceremony  of  the  6th 
ASCOPE  Council  Meeting  (Yogyakarta  -  October  30-31,  1980).  In  particular  read  the  opening 
address  of  H.E.  Subroto,  Minister  of  Mines  and  Energy,  Republic  of  Indonesia. 


OIL  AND  SECURITY 


45 


discussions  on  oil  trading  policies  and  problems  within  ASEAN  are  increasing- 
ly heard  in  ASCOPE  conferences.  While  purchase  from  private  dealers  are  not 
discouraged,  the  governments  are  increasingly  making  use  of  ASCOPE. 
However,  because  ASCOPE  doesn't  actually  control  oil  and  meets  only  occa- 
sionally most  of  the  oil  trading  is  being  handled  by  other  channels.  While 
policies  could  be  devised  in  ASCOPE  actual  transactions  occur  elsewhere  on 
bilateral  basis. 

One  way  of  assessing  cooperation  is  to  study  oil  trade  patterns  intra- 
ASEAN,  however  limited  it  may  be  its  pace  is  picking  up.  Thailand,  for  exam- 
ple, depends  for  65%  of  its  energy  requirements  on  imported  oil.  Only  a  small 
fraction  of  it  comes  from  the  ASEAN  region.  In  1980  Thailand  imported 
36,000  tons  of  refined  crudes  from  the  Philippines  and  10,000  tons  of  diesel 
and  10,000  b/d  of  crudes  (to  be  raised  to  15,000  b/d  from  March  1982)  from 
Malaysia. 

Prior  to  March  1981  Thailand  received  about  15,000  b/d  of  Indonesian 
Handil  crude.  It  is  now  getting  30,000  b/d  and  since  January  1980  has  also 
entered  into  some  kind  of  production  sharing  scheme  with  the  Indonesian 
government.  Indonesia  also  sells  crudes  to  the  Philippines,  about  15,000  b/d 
and  would  soon  put  into  effect  a  joint  crude  processing  arrangement  amoun- 
ting to  22,000  b/d.  It  should  be  observed  that  Indonesian  exports  to  the  Philip- 
pines have  been  traditionally  dominated  by  petroleum  and  urea.  An  almost 
identical  pattern  could  also  be  observed  in  respect  of  its  trade  with  Singapore. 
In  view  of  limited  refining  capacity  especially  in  middle  distillates  Indonesia 
has  since  1973  entered  into  a  crude  processing  arrangement  with  Singapore 
Shell.  The  refineries  in  Singapore  helped  to  refine  about  54.9%  of  Indonesian 
crude  in  1978. 

Singapore-ASEAN  trade  on  the  other  hand  usually  means  trade  with 
Malaysia.  But  the  proportion  of  its  trade  in  oil  is  much  smaller  than  its  exports 
to  Thailand  and  the  Philippines.  Malaysia  receives  about  15.3%  compared 
with  46.3%  for  Thailand  and  44.5%  for  the  Philippines.  Looked  at  from 
another  perspective  Singapore  serves  as  a  focal  point  in  oil  trading  for  the 
whole  region.  Like  Indonesia,  Malaysia  also  makes  full  use  of  refineries  in 
Singapore.  In  1976,  for  example,  Malaysia  exported  about  16.8  of  its  crudes  to 
be  refined  in  Singapore. 

To  summarize:  crude  petroleum  from  Indonesia  and  Malaysia  have  found 
their  way  to  Singapore,  Thailand  and  the  Philippines.  Similarly,  Singapore's 
refined  products  are  exported  to  all  the  ASEAN  countries,  establishing  a  well 
established  informal  reciprocal  network  in  oil  trading  within  ASEAN  long 
before  ASCOPE  came  into  the  picture.  What  ASCOPE  has  done  is  to  provide 
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a  consultative  forum,  and  forge  further  the  oil  links  besides  formalizing  the 
relationship  at  government  levels.  Even  though  on  the  whole,  oil  trade  within 
the  ASEAN  region  forms  a  relatively  small  portion  of  the  overall  intra-ASEAN 
trade. 

Besides  the  emergency  petroleum-sharing  scheme  and  despite  its  problems 
ASCOPE  has  made  some  progress  in  other  related  areas  such  as:  oil  trading 
fuel  specifications,  studies  on  lubricants;  R&D  training,  energy  conservation 
policies,  utilization  of  waste  energy,  and  stratigraphic  cooperation  with  other 
institutions.  Even  though  there  is  a  slight  increase  in  the  volume  of  oil  trade 
within  ASEAN,  it  is  difficult  to  pin-point  how  much  of  the  increase  was 
achieved  through  ASCOPE.  To  put  it  differently,  could  bilateral  ar- 
rangements continue  to  prosper  without  ASCOPE?  I  do  not  intend  to  make 
any  firm  judgement  on  this  matter  except  to  suggest  that  ASCOPE  has  provid- 
ed an  inter-government  machinery,  a  forum,  for  the  Heads  of  nationally  own- 
ed oil  companies  to  solve  their  own  problems  and  to  motivate  ideas  for  greater 
cooperation  in  petroleum  related  fields. 

The  idea  for  a  long-term  LNG  supply  scheme  to  the  Philippines  advocated 
by  Indonesia,  for  instance,  arose  from  discussions  within  ASCOPE.  Though 
the  decision  to  form  a  joint  development  authority  to  develop  hydrocarbon 
resources  in  the  Gulf  of  Thailand  did  not  originate  from  it.  ASCOPE  is  kept 
informed  of  the  negotiations  and  its  activities  and  at  times  provide  the  forum 
for  continued  discussions  whenever  both  sides  have  the  opportunity  to  meet 
each  other.  ASCOPE  is  therefore  indirectly  involved.  The  joint  development 
authority  between  Malaysia  and  Thailand  is  a  unique  case  of  cooperation 
often  unusual  in  oil  politics.  Here,  both  sides  are  willing  to  disregard  their  dif- 
ferences to  concentrate  on  joint  production  instead. 

ASCOPE  has  achieved  another  milestone  in  November  1980  when  it 
established  formal  relationship  with  the  United  Nations  Committee  for  Coor- 
dination of  Joint  Prospecting  for  Mineral  Resources  in  Asian  off-shore  areas 
(CCOP).1  The  major  purpose  of  this  linkage  is  to  seek  the  latter' s  assistance  in 
establishing  a  regional  oil  data  bank  in  the  ASCOPE  Secretariat.  It  is  hoped 
that  the  CCOP  -  ASCOPE  link  could  provide  the  foundation  for  expertise  on 
geothermometry  studies,  marine  environment,  as  well  as  stratigraphic  studies. 
Research  in  pollution  control  and  safety  regulations  are  also  being  undertaken 
under  the  CCOP  -  ASCOPE  rubric. 

Some  headway  has  also  been  achieved  in  the  technical  field.  Technical  in- 
formation regarding  fuel  specifications,  for  example,  are  being  analysed  in  the 


For  a  perspective  see  Indonesian  Times,  13  November  1980. 
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14  national  laboratories.  Efforts  are  also  in  hand  to  streamline  testing  methods 
of  staple  petroleum  products  (e.g.  kerosene,  gasoline,  avgas  and  lubricants) 
within  ASCOPE.  Progress  in  specific  areas  is  quite  impressive.  Research  in  the 
utilization  of  waste  energy,  for  instance,  was  undertaken  with  some 
seriousness  in  the  Philippines,  Thailand  and  Indonesia.  Studies  in  Alcogas  us- 
ing agricultural  based  and  renewable  resources  are  currently  undertaken  in 
Thailand  and  the  Philippines.  A  study  on  the  uses  of  methanol  was  projected 
in  Indonesia. 

An  important  conclusion  can  be  drawn  from  the  above  discussion.  It  is  the 
existing  reciprocal  arrangement  between  exporters  and  importers  of 
petroleum  products  in  the  ASEAN  region.  Past  reports  on  ASEAN  energy 
situation  tended  to  stress  contributions  from  the  exporters  (the  haves)  -  Indo- 
nesia and  Malaysia.  While  it  is  true  that  the  "haves"  have  contributed  a  great 
deal  to  ASCOPE,  the  contribution  from  Singapore,  Thailand  and  the  Philip- 
pines must  also  be  appreciated.  What  we  have  done  in  this  brief  survey  is  to  ac- 
cord proper  credit  where  it  is  due. 


PROBLEMS  AND  PROSPECTS 

In  any  kind  of  alliance  relationship  (be  it  military,  economic  or  political)  of 
which  ASCOPE  is  a  variant,  the  willingness  and  the  capacity  to  protect  and 
promote  group  interests  is  of  paramount  importance.  In  other  words,  the 
organization  must  look  for  a  basis  for  prudent  pactmanship.  In  this  case,  it  is 
not  enough  for  ASCOPE  to  continue  using  oil  as  the  single  most  important 
criterion  for  keeping  the  alliance  in  tact  -  it  must  expand  its  base,  obtain  due 
recognition,  support  and  reciprocal  arrangements  from  all.  No  member  of  the 
pact,  should  be  allowed  to  become  an  obstacle  or  an  encumbrance  or  take 
advantage  of  the  organization  for  selfish  motives.  Of  course,  ideally  the  princi- 
ple of  reciprocity  should  operate  in  a  fairly  voluntary  manner.  The  application 
(or  lack  of  it)  of  the  principle  of  just  reciprocity  is  difficult  to  achieve.  There  is, 
after  all,  very  little  a  member  can  do  to  induce,  persuade,  cajole  or  force 
another  member  to  make  a  contribution  it  is  unable  to  make  or  unwilling  to 
share.  In  this  kind  of  economic  alliance  or  pact  of  unequal  resource 
capabilities,  the  interests  of  some  tend  to  be  more  divergent  and  less  compati- 
ble with  that  of  the  organizations.  It  is  only  natural  to  be  so,  as  it  takes 
miracles  to  ensure  the  coincidense  of  interests  in  a  coalition.  The  strength  of  a 
coalition,  to  echo  Raymond  Aron,1  is  always  less  than  the  sum  of  the  parts  it 
has  on  paper. 

'Raymond  Aron,  Peace  and  War:  A  Theory  of International  Relations  (New  York:  Doubleday, 
1973). 
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Maintaining  a  convergence  of  interests  in  a  coalition  like  ASCOPE  at  all 
times,  is  not  always  easy  and  this  has  had  a  markedly  upsetting  effect  on  many 
similar  coalitions  in  the  past.  It  is  worse  still  for  a  sub-grouping  which  depends 
on  its  legitimacy  upon  the  parent  body.  ASCOPE  would  come  under  all  kinds 
of  pressures  to  roll  up  if  the  ASEAN  concept  were  to  wither  away.  It  is  correct 
to  infer  that  there  is  no  ASCOPE  without  ASEAN.  Nor  was  it  designed  to  be 
so. 

Managing  the  interests  in  ASCOPE  can  be  difficult  if  member  countries 
are  not  willing  to  cooperate.  In  September  1979,  at  the  8th  meeting  of  COIME, 
Thailand  and  the  Philippines  adopted  a  hawkish  position  towards  the  sharing 
scheme  of  1977.  The  stand  by  the  two  countries  with  Singapore  on  their  side 
almost  split  ASCOPE.  The  three  countries  had  pointed  out  that  a  20%  trigger 
would  be  more  appropriate  and  practical.  The  Committee  took  more  than  a 
year  to  decide  on  an  apparently  simple  formula  of  changing  the  trigger  lever 
from  10%  to  20%.  Indonesia  and  Malaysia  reluctantly  agreed  after  some  dif- 
ficult discussion  in  Bali  (September  1980)  to  the  tripartite  proposal  (Thailand, 
Philippines  and  Singapore).  Malaysia  had  to  be  persuaded  by  Indonesia  which 
had  earlier  rejected  the  proposal  some  three  years  back.  In  this  instance 
Malaysia  was  actually  placed  in  a  difficult  position  with  four  others  com- 
promising. Malaysia  was  rightly  concerned  of  its  capacity  to  increase  its 
amount  of  surplus  for  ASEAN  given  the  present  national  oil  policy  on  conser- 
vation. Even  though,  technically  speaking,  it  is  possible  to  do  so,  in  our  view  it 
is  expecting  too  much  from  Malaysia. 

However,  the  consensus  approach,  that  is,  the  adoption  of  the  principle  of 
consensus  as  a  means  of  signifying  consent  does  have  severe  limitations  as 
Premier  Lee  Kuan  Yew  of  Singapore  later,  in  a  different  context,  admitted.  In 
fairness  to  all,  Malaysia  should  not  have  agreed  to  changing  the  10%  lever  if  it 
cannot  earnestly  support  it.  Similarly,  the  other  few  members  should  not  per- 
suade Malaysia  to  commit  what  it  is  not  willing  to  do.  In  an  organization  like 
this  it  is  better  to  concede  less  for  procedural  and  moral  reasons  which  tend  to 
solve  only  temporary  measures. 


While  the  mechanics  and  procedures  are  useful  they  are  not  the  most  im- 
portant aspects  of  any  organization.  Holding  any  organization  together  is  the 
capacity  for  collective  action  in  really  difficult  times  and  the  existence  of  a 
community  of  interests  that  subordinate  even  rational  considerations  of  na- 
tional interests  for  an  organizational  good.  Thus  far,  we  have  not  been  able  to 
establish  the  modus  operandi  for  that  kind  of  relationship  within  ASCOPE 
and  precisely  how  ASCOPE  hope  to  serve  that  purpose  is  still  ambiguous. 


OIL  AND  SECURITY 


49 


ASCOPE  is  an  organization  of  national  oil  companies  which  have  very  lit- 
tle control  over  oil  production.  This  statement  needs  qualification  as  the 
capacity  of  states  to  intervene  in  the  oil  industry  is  well  known,  contrary  to 
their  limited  capacity  in  managing  the  industry  without  the  assistance  of  the  oil 
companies,  certainly  the  oil  majors.  Malaysia  for  example  has  a  zero  lifting 
capacity.  Indonesia  has  about  1%  lifting  capacity.  They  are  dependent  on  oil 
companies  for  basic  operations.  This  dependency  syndrome  is  likely  to  con- 
tinue for  a  long  time  in  the  oil  business.  State-owned  oil  companies  are  in  no 
position  able  to  compete  with  the  international  oil  companies.  It  must  be 
acknowledged  without  any  doubt,  that  without  the  majors  oil  would  not  flow 
out  from  Brunei,  Malaysia  and  Indonesia  (notwithstanding  the  fact  that  PER- 
TAMINA  has  about  l°/o  lifting  capability).  As  ASCOPE  surplus  oil  will  have 
to  come  from  excess  supply  and  since  the  oil  companies,  within  certain  govern- 
ment limits,  lift  the  amount  to  be  produced,  it  would  be  wise  for  ASCOPE  to 
have  some  kind  of  purchase  arrangements  with  the  producing  oil  companies. 

Perhaps  the  first  refusal  concept  adopted  by  ASCOPE  could  be  extended 
to  them.  The  writer  is  fully  aware  of  the  sensitivity  of  this  kind  of  reasoning 
with  people  of  the  national  oil  companies.  It  is  unfortunate  that  those  inter- 
viewed expressed  unnecessary  detachment  and  felt  indifferent  to  the  constric- 
tive roles  of  international  oil  major.  To  put  it  in  a  nutshell  one  may  say  that 
they  are  security  conscious. 

But  there  seems  to  be  no  information  that  the  oil  companies  don't  know 
(that  state  owned-oil  companies  are  aware  of).  Indeed,  at  the  risk  of  being  un- 
popular, I  am  of  the  opinion  that  the  international  oil  companies  know  most 
of  the  oil  secrets  that  the  state  -  run  -  oil  agencies  are  trying  hard  to  hide.  All 
the  figures  that  PETRONAS  or  PERTAMINA  cite  are  by  the  courtesies  of  the 
oil  companies.  And,  there  is  no  way  of  verifying  these  information  and  data. 
Moreover,  the  individual  countries  and  even  ASCOPE  as  an  organization,  are 
presently  making  use  of  the  facilities  offered  by  the  Companies  (e.g.  for  train- 
ing, laboratory  testings  of  fuel  specifications,  refining  and  a  host  of  other  ac- 
tivities). There  is  no  ground  for  speculating  that  oil  companies  are  likely  to  be 
a  hindrance  to  the  progress  aspired  by  ASCOPE.  On  the  contrary,  by  for- 
malizing the  relationship  the  oil  companies  could  assist  by  expanding  the 
surplus  pool.  It  could  not  be  difficult  for  the  governments  to  impose  on  extra 
provision  in  their  concession  agreements  with  the  oil  companies  -  making  an 
ASCOPE  -  clause  mandatory  upon  all  operating  oil  companies  which  in  the 
author's  view  would  be  too  happy  to  dispose  their  oil  at  competitive  prices. 

Another  glaring  deficiency  in  ASCOPE  is  it  lacks  authority  and  power  to 
make  prompt  decisions.  Along  with  authority  and  power,  the  organization 
would  fare  better  with  sufficient  financial  support.  Given  the  authority  and 


50 


THE  INDONESIAN  QUARTERLY,  X/l 


money  ASCOPE  could  have  cornered  a  large  proportion  of  the  oil  market  dur- 
ing the  current  glut.  In  this  context,  it  is  wise  for  all  ASEAN  countries  to  raise 
additional  fund  for  ASCOPE.  This  fund  could  also  be  raised  in  conjunc- 
tion with  other  international  monetary  organization  (IMF,  World  Bank).  The 
generosity  of  the  OECD  countries,  and  OPEC  should  be  expected.  The  recent- 
ly established  ASEAN  -  EEC  links  could  be  further  explored  for  this  purpose. 

I  have  in  mind  of  organizing  ASCOPE  into  a  trading  agency  -  an  oil 
trading-arms  for  .ASEAN,  with  obvious  advantages.  The  ability  to  make 
prompt  decisions  is  precisely  one  of  them.  Secondly,  given  the  authority  it 
would  be  more  acceptable  for  ASCOPE  to  enter  into  purchase  agreements  with 
OPEC,  international  oil  majors  and  even  from  other  sources  not  normally 
available  to  these  states.  In  our  considered  view  ASCOPE  would  not  be  sub- 
ject to  the  same  political  constraints  as  political  entities.  What  matters  is  its 
solvency. 

There  is  another  supply  source  within  the  region:  Brunei.  Brunei  is  ex- 
pected to  regain  independence  in  late  1983  or  early  1984  (notwithstanding  the 
fact  that  a  UDI  declaration  was  proclaimed  by  the  Parti  Rakyat  Brunei  on 
December  8,  1962)  and  judging  from  the  present  mood  prevailing  in  the  state 
she  would  likely  join  ASEAN.  It  was  given  an  observer  status  at  the  recent 
Foreign  Ministers  Conference  in  Manila.  Would  it  not  be  possible  -to  use 
surplus  crude  from  Brunei  for  ASCOPE  too?  It  may  sound  like  putting  the 
cart  before  the  horse,  but  if  it  is  going  to  produce  tangible  goods  for  the 
region,  it  is  worth  becoming  "perverted". 

There  is  another  snag  with  Brunei.  It  has  no  national  oil  company/agency 
similar  to  PETRONAS  or  PERTAMINA.  In  my  view  creating  one  is  desirable 
and  possible.  It  is  also  a  matter  of  renegotiating  the  present  onerous  conces- 
sions. Alternatively,  while  waiting  for  Brunei  to  have  its  own  state-run 
organization,  the  Brunei  Shell  could  also  be  approached  to  participate  in  the 
programme. 

A  pact  like  ASCOPE  is  bound  to  come  under  all  kinds  of  pressures  and 
problems  often  of  their  own  making.  Some  are  surmountable  others  are  not.  It 
is  usual  for  the  organization  to  cover  up  its  deficiencies  and  shortcomings  in 
the  interest  of  maintaining  a  good  image.  There  are,  however,  the  obvious 
ones  that  cannot  be  covered  up  and  they  tend  to  stand  out.  One  of  the  intrac- 
table problems  that  the  writer  has  sensed  hitting  a  snag  is  the  petroleum  shar- 
ing plan  itself.  No  one  interviewed  was  willing  to  acknowledge  that  the  plan  is 
in  trouble.  To  do  so  would  let  the  cat  out  of  the  bag.  Yet,  it  is  difficult  not  to 
notice  the  problem  following  the  decision  in  Bali  and  later  Bangkok  to 
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establish  the  petroleum  security  reserve.  It  is  difficult  to  rationalize  and  recon- 
cile the  existence  of  both  schemes  purportedly  doing  the  same  role  in  the  same 
organization!  In  our  view,  the  latter,  its  role  still  to  be  defined,  has  come  to 
replace  the  sharing  scheme.  However,  until  some  concrete  decisions  have  been 
made  with  respect  to~  it,  the  sharing  scheme  would  hopefully  continue  to 
operate.  As  to  whether  it  could  really  take-off  in  a  real  emergency  period  is 
doubtful. 


THE  US  AND  THE  USSR  IN  THE  SE- 
COND "COLD  WAR"  AND  ITS  IM- 
PLICATIONS FOR  SOUTHEAST  ASIA 


Hadi  SOESASTRO 


INTRODUCTION 

This  paper  is  speculative  in  that  it  predicts  the  coming  of  the  second  "Cold 
War"  era.  The  US  and  the  USSR  would  exercise  their  dominant  role,  each  on 
behalf  of  the  American  Imperial  Republic  and  the  Soviet  Empire.  The  second 
"Cold  War"  era  means  a  definite  end  to  detente  -  which  is  almost  dead 
anyway  ~  and  it  also  is  going  to  make  an  end  to  multipolarity,  which  many 
countries  will  see  with  much  regret. 

This  speculation  may  not  be  too  far-fetched  if  one  reviews  the  recently 
published  annual  report  of  the  International  Institute  for  Strategic  Studies 
(IISS).  The  IISS  report  suggested  that  at  the  present  time  there  is  a  deep  sense 
of  uncertainty  about  the  future  in  both  East  and  West.  This  concern  had  given 
rise  to  the  need  for  reassessment:  reassessment  of  security  priorities,  of  the 
future  of  East- West  relations  as  well  as  Third  World  security  and  stability,  of 
the  requirements  for  deterrence  and  defense,  and  of  the  difficulty  of  reconcil- 
ing economic  constraints  with  the  financial  demands  of  military  security.  The 
uncertainty  was  particularly  marked  for  the  two  major  powers,  the  US  and  the 
USSR.  "Both  found  their  ability  to  control  events  diminished,  (but)  both 
sought  in  the  experience  of  the  past  remedies  for  the  future".1 

This  short  paper  attempts  to  highlight  the  forces  which  could  lead  the  pre- 
sent international  order  (or  disorder)  into  a  bipolar,  second  "Cold  War", 
structure  and  to  examine  the  effects  this  will  have  upon  Southeast  Asia. 


'See  Strategic  Survey  1980-1981  (London:  IISS,  Spring  1981),  p.  1. 


THE  US  AND  THE  USSR  IN  THE  SECOND  COLD  WAR 


53 


THE  SECOND  "COLD  WAR"  ERA 

It  can  be  argued  that  much  of  the  uncertainties  in  the  international  political 
arena  as  well  as  in  the  US  and  the  USSR  themselves  stems  from  the  deteriora- 
tion in  US-USSR  relations.  It  is  not  at  all  clear  from  the  IISS  analysis  in  which 
direction  this  superpower  relationship  is  going  to  develop. 

What  seems  to  be  clear,  however,  is  that  re-establishing  detente  would  be 
highly  improbable,  both  as  a  matter  of  policy  preferences,  of  past  failures,  or 
as  a  result  of  changing  circumstances.  The  Reagan  Administration  seemed  to 
be  convinced  that  old-style  detente  had  not  served  US  interests  and  that  the 
basis  of  US  military  power  would  have  to  be  rebuilt  before  any  serious  ini- 
tiatives in  East- West  relations  could  be  undertaken. 

On  the  part  of  the  Soviet  Union  there  seems  to  be  an  interest  to  improving 
East- West  relations.  In  his  address  to  the  26th  Party  Congress  (February 
1981),  President  Brezhnev  called  for  a  Soviet- American  summit  without 
preconditions.  But  a  Soviet  interest  in  detente  which  is  based  on  tactical  con- 
siderations can  never  work  its  way  towards  realization.  It  has  become  too  ob- 
vious that  Soviet's  objective  for  detente  is  to  prevent  the  US  —  in  particular  ~ 
from  significantly  increasing  its  military  strength,  to  gain  access  to  Western 
technology  and  financial  resources,  and  to  make  use  of  the  European  interest 
in  detente  to  put  indirect  pressure  on  the  US  to  be  more  accomodating  towards 
the  USSR. 

On  the  other  hand,  a  long-term  policy  on  detente  will  require  the  Soviet 
Union  to  adjust  itself  to  changing  circumstances,  and  unfortunately,  the 
Soviet  Union  is  facing  severe  challenges  from  within  its  own  empire.  The 
Polish  crisis  is  a  test-case  for  and  Poland  is  very  important  in  sustaining  the 
Soviet  Empire.  However,  an  interference  in  or  invasion  of  Poland  would 
jeopardize  the  very  basis  of  the  Western  understanding  of  detente:  that  it 
would  gradually  increase  respect  for  human  dignity  in  Communist  regimes.  It 
can  be  anticipated  that  to  the  Soviet  Union  the  security  of  the  Soviet  Empire  is 
what  ultimately  counts. 

In  sum,  as  stated  in  the  IISS  report,  both  the  US  and  the  USSR  seemed  to 
have  recognized  by  1980  that  there  was  little  left  for  them  in  the  detente  pro- 
cess. "Far  from  ordering  international  relations,  superpower  relations  had 
themselves  become  a  victim  of  international  disorder".1 

Circumstances  will  force  the  Soviet  Union  to  look  for  other  policy  options, 
but  it  does  seem  that  the  new  US  Administration  will  leave  little  room  for  the 


]Ibid.,  p.  37. 
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Soviet  Union  to  maneuvre  its  way  out  of  its  present  situation.  The  reaction  -or 
action,  if  one  prefers  to  see  it  in  this  way  -  of  the  US  Administration  towards 
Soviet  moves,  supported  by  the  re-emergence  of  American  nationalism,  will  be 
tough,  and  may  lead  to  a  new  round  of  direct  confrontation  between  the  two 
superpowers.  The  extend  and  nature  of  this  "confrontation"  could  not  be 
clearly  visualized  as  yet,  but  this  will  definitely  change  the  international  en- 
vironment in  many  respects. 

The  second  "Cold  War"  era,  if  indeed  it  is  to  materialize,  will  be  different 
from  the  first  "Cold  War"  era.  In  the  first  "Cold  War"  era,  the  Soviet  Union 
entered  as  an  offensive  power,  primarily  as  a  politico-ideological  force,  and 
gradually  supported  by  a  build-up  of  military  might.  The  United  States  was 
more  or  less  in  a  defensive  position  ideologically,  but  was  equipped  with  a 
strong  military  back-up.  In  the  early  1970s,  the  Soviet  Union  proudly  claimed 
that  the  development  of  world  events  ("the  correlation  of  forces")  worked  in 
its  favor,  and  together  with  its  sustained  military  build-up,  it  had  developed  in- 
to an  arrogant  power. 

At  present,  it  is  difficult  for  the  Soviet  Union  to  maintain  that  claim.  The 
Soviet  Union  is  likely  to  enter  the  second  "Cold  War"  era  from  a  less 
favorable,  if  not  from  a  defensive,  position.  It  has  become  a  prisoner  of  its 
ideological  illusions  and  perhaps,  it  also  will  become  the  victim  of  its  own 
military  build-up.  The  point  is  that  most  countries  will  be  worried  ~  and  thus 
will  attempt  to  deal  ~  with  the  question  of  how  to  cope  with  a  Soviet  Union 
that  no  longer  sees  time  on  its  side,  is  incapable  of  finding  solutions  to  its  in- 
creasing political  problems,  and  yet  is  in  possession  of  unprecedented  military 
power.  This  puts  the  Soviet  Union  in  an  awkward  position.  The  US  will  be  in  a 
much  stronger  position,  in  spite  of  the  many  problems  it  faces  at  home  and 
abroad.  Changing  perceptions  on  the  US  position  globally,  both  from  within 
and  from  without  the  US  itself,  will  enhance  the  power  of  the  US.  In  fact,  in 
terms  of  its  strategic  capabilities,  the  US  was  never  inferior  to  the  Soviet 
Union.  Perceptions  of  a  US  being  surpasses  by  the  Soviet  Union  in  its  strategic 
capabilities  were  created  primarily  for  domestic  political  reasons  and  as  a 
result  of  internal  bureaucratic  (budgetary)  struggles.  It  is  true  that  now  the 
Soviet  Union  has  acquired  an  unchallenged  second-strike  capability,  but  the 
very  logic  of  deterrence  (the  M.A.D.  strategy)  demands  this. 

The  picture  differs  in  the  realm  of  conventional  military  capabilities.  With 
the  plan  to  introduce  rapid-deployment  forces,  the  US  will  need  to  rectify  a 
technical  deficiency  in  order  to  be  credible,  namely  in  its  ability  to  supply  the 
necessary  military  manpower.  Recent  suggestions  to  end  the  all-volunteer 
system  and  to  re-establish  the  conscription  is  a  reflection  of  the  new  mood  in 
the  US  to  become  more  assertive,  not  only  militarily  but  politically  as  well. 
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Thus,  what  we  might  see  emerging  in  the  years  to  come  is  the  reverse  of 
what  we  knew  a  few  decades  ago.  In  fact,  this  is  exactly  the  aim  of  Reagan's  in- 
ternational policies.  Whether  in  fact  the  Reagan  Administration  could  fulfill 
its  own-set  objectives  will  depend  upon  the  outcome  of  its  internal  economic 
policies.  Whatever  be  the  outcome,  the  tone  of  American  policy  will  continue 
with  the  trend  towards  conservatism,  namely  more  assertive,  more  na- 
tionalistic, more  impatient,  and  tougher  towards  adversaries  and  allies  alike. 

With  this  new  mood  came  a  new  emphasis  on  military  power  and  a  tenden- 
cy to  look  at  conflicts  in  the  world  essentially  as  the  product  of  East- West 
detente.1  It  is  ironical  that  many  American  allies  and  friends,  who  long  hoped 
for  a  more  consistent  US  policy,  now  feared  the  ideological  simplicities  of  the 
newly  elected  US  government. 

While  a  tough  US  policy  towards  the  Soviet  Union  is  to  some  extent 
desirable,  the  simplicity  by  which  the  Reagan  Administration  tends  to  see 
world  developments  is  a  source  of  recent  concern  in  many  quarters.  Its  anti- 
Soviet  policy  framework  and  its  heavy  reliance  upon  military  instruments  in  its 
international  approaches  will  have  to  be  modified  in  order  that  they  could 
become  operative  as  well  as  to  prevent  annoyances  from  growing  further 
amongst  its  allies  and  friends. 

Firstly,  the  US  approach  overinflates  Soviet  military  capabilities  and  poor- 
ly assesses  Soviet  ideological  and  economic  vulnerabilities.  There  are  clear 
evidences  that  a  constant  build-up  of  military  force  by  the  Soviet  Union  could 
solve  neither  economic  problems  at  home  nor  political  problems  abroad. 
Thus,  the  Soviet  threat  needs  to  be  put  in  a  more  proper  perspective. 

Secondly,  the  US  approach  to  Third  World  conflicts  and  stability  lacks  the 
understanding  of  the  nature  and  complexities  of  the  sources  of  these  conflicts. 
Thus,  greater  sensitivity  to  Third  World  problems  will  need  to  be  developed. 

Thirdly,  the  US  approach  tends  to  disregard  national  sentiments  of  its 
allies  and  friends.  A  more  assertive,  more  nationalistic  and  more  impatient  US 
implicitly  means  the  tendency  to  impose  American  solutions  upon  others.  This 
in  turn  means  the  end  of  multipolarity  of  the  international  structure,  and  it 
also  means  a  large  step  backwards  in  the  efforts  to  develop  more  equal  rela- 
tionships between  the  US  and  its  allies  and  friends. 

The  Reagan  scheme  will  work  only  with  the  assumption  that  total  confor- 
mity between  the  US  and  its  allies  and  friends  always  can  be  secured.  But  cir- 
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cumstances  in  the  1980s  differ  from  those  prevailing  in  the  1950s.  Western 
Europe  definitely  will  avert  pressures  for  conformity  in  outlook  and  policies. 
US  NATO-allies  will  avoid  severe  confrontation  to  develop  in  East- West  rela- 
tions globally,  and  especially  in  the  European  theatre,  both  for  security  and 
economic-commercial  reasons.  It  is  not  clear  to  many  observers  as  well 
whether  Japan  will  allow  US  pressures  upon  itself  to  continue  indefinitely. 
Once  the  improvement  of  Japan's  SDF  reached  a  certain  level,  Japan  will  be 
more  relaxed  in  dealing  with  the  Soviet  threat  and  politico-military  provoca- 
tions. 

It  will  be  more  difficult  to  predict  the  behavior  of  the  Third  World.  Coun- 
tries of  the  Third  World  are  heterogeneous  in  many  respects,  and  their  security 
needs  differ  ~  at  least  from  one  sub-region  to  the  other.  Thus,  in  view  of  the 
present  circumstances,  even  a  second  "Cold  War"  era  may  be  difficult  to 
manage. 


THE  IMPLICATIONS  FOR  SOUTHEAST  ASIA 

The  implications  of  the  coming  second  "Cold  War"  era  for  Southeast  Asia 
need  to  be  assessed  within  the  framework  of  the  Southeast  Asian  future  as  vi- 
sioned  by  the  countries  in  that  region.  What  is  known  so  far  is  the  vague  idea 
of  ZOPFAN  (Zone  of  Peace,  Freedom  and  Neutrality)  which  still  needs  fur- 
ther refinement  by  the  countries  in  the  region,  ASEAN  as  well  as  the  In- 
dochina states. 

As  far  as  views  from  the  ASEAN  countries  are  concerned,  there  is  a  grow- 
ing consensus  that  the  future  of  Southeast  Asia  will  see  this  region  being 
managed  through  some  scheme  of  cooperation  between  the  ASEAN  countries 
and  the  Indochina  countries  themselves.  As  stated  elsewhere,  there  is  a  desire 
to  create  a  regional  order  for  Southeast  Asia;  an  order  which  will  enable  the 
countries  in  the  region  to  jointly  solve  their  regional  problems  and  to  jointly 
promote  their  regional  objectives,  but  still  recognizes  the  legitimate  interests  of 
the  great  powers  in  this  region. 

The  second  "Cold  War"  era  could  complicate  the  efforts  to  create  this 
regional  order,  not  only  in  that  it  will  implicate  on  the  structuring  of  relations 
between  the  Southeast  Asian  countries  with  each  of  the  great  powers,  mainly 
the  USSR,  the  US  and  the  PRC,  but  also  make  the  structuring  of  stable  and 
cooperative  relations  between  the  Southeast  Asian  countries  themselves  more 
difficult  to  attain. 
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One  of  the  key  factor  here  is  the  People's  Republic  of  China.  It  is  not  clear 
as  yet  as  to  the  position  in  which  the  PRC  is  going  to  be  placed  in  the  coming 
second  "Cold  War"  era  and  thus,  it  is  difficult  to  speculate  on  the  PRC's 
behavior  with  regard  to  the  region.  There  are  two  possibilities.  One  is  that  the 
PRC  might  increase  its  agressive  policies  towards  the  region  as  a  whole 
(including  Indochina)  in  view  of  the  possibility  that  the  USSR  will  be  kept  in 
check  by  the  US.  The  other  possibility  is  that  exactly  because  the  US  will  have 
the  power  to  limit  Soviet  moves,  the  PRC  will  adopt  a  more  relaxed  attitude  in 
its  relations  with  the  region  as  a  whole  (including  Indochina). 

In  view  of  the  prevailing  perceptions  in  the  region  on  the  PRC  it  is  likely 
that  many  quarters  within  the  region  would  rather  subscribe  to  the  first 
possibility,  namely  of  a  more  aggressive  PRC.  The  current  situation  relating  to 
the  Indochina  conflict  suggests  that  the  PRC  is  more  prone  to  taking  a  tough 
and  inflexible  stand  towards  Vietnam.  The  belief  is  that  this  policy  will  force 
the  Vietnamese  to  become  much  more  susceptible  to  Soviet  influences.  In 
other  words,  it  will  give  the  Soviet  Union  a  foothold  in  Southeast  Asia  which 
could  further  deteriorate  the  prospects  for  creating  a  stable  regional  order  in. 
Southeast  Asia. 

The  ASEAN  countries  do  not  reject,  a  priori,  a  Soviet  presence  in 
Southeast  Asia.  But  a  presence  through  a  proxy  is  to  be  avoided  at  all  costs, 
largely  because  such  a  situation  will  invite  other  powers  to  come  and  play  one 
Southeast  Asian  country  against  the  other.  The  belief  also  is  that  the  PRC  will 
have  no  excuse  to  mingling  in  Southeast  Asian  affairs  as  long  as  the  Soviet 
presence  remains  limited  as  it  is  today. 

In  fact,  in  terms  of  threat  perceptions  in  the  region,  the  Soviet  Union  is 
seen  as  a  more  distant  threat  to  Southeast  Asia  than  the  PRC.  Perceptions, 
after  all,  are  created  through  a  set  of  believes  about  intentions  as  well  as  of 
calculations  about  capabilities.  In  perceiving  the  Chinese  and  the  Soviet  threat, 
the  set  of  believes  about  intentions  enters  with  a  greater  weight  in  the  Chinese 
case  and  the  set  of  calculations  about  capabilities  enters  with  a  greater  weight 
in  the  Soviet  case.  This  asymmetrical  nature  of  Chinese  and  Soviet  threat 
perceptions  has  interesting  implications  upon  the  behavior  and  policies  in  deal- 
ing with  those  two  powers. 

The  ASEAN  countries  do  not  discount  the  dangers  of  Soviet  intentions  and 
observe  with  some  concern  its  growing  military  presence  in  the  Pacific.  The 
degree  of  concern  certainly  differs  from  one  ASEAN  country  to  another,  but 
on  the  whole  ASEAN  is  rather  relaxed  in  facing  the  potential  Soviet  menace, 
which  is  considered  to  be  largely  military  in  nature.  For  one  thing,  it  is  believed 
that  this  instrument  cannot  be  effectively  translated  by  the  Soviet  Union  into 
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political  objectives,  at  least  vis-a-vis  the  ASEAN  countries.  But  in  case  the 
threat  materializes,  it  is  believed  that  the  burden  to  face  it  lies  primarily  with 
the  US,  because  the  character  of  the  issue  will  be  global,  and  not  regional.  For 
another  thing,  it  is  believed  that  Chinese  provocations  will  be  responsible  for 
bringing  the  Soviets  into  the  region  to  the  degree  that  it  might  endanger 
Southeast  Asia. 

While  the  potential  Soviet  threat  is  primarily  seen  to  be  military  and  thus, 
concretely  visualized,  the  Chinese  threat  is  seen  more  or  less  as  a  mistery.  It  is 
something  inconcrete,  but  is  felt  to  be  there,  either  on  historical  or 
psychological  grounds.  But  exactly  because  of  this,  the  Chinese  threat  is  seen 
to  be  greater,  more  urgent  and  more  immediate.  Thus,  it  is  more  difficult  to 
deal  with  the  perceived  Chinese  menace. 

Chinese  policies  and  behavior  towards  the  Indochina  conflict,  in  which  in 
essense  it  is  partly  responsible,  is  an  important  test  case  to  the  region  as  a 
whole. 

The  next  question  of  relevance  to  the  Southeast  Asian  region  relates  to  US 
policies  towards  China  and. Vietnam.  It  is  believed  that  China's  behavior  and 
policies  towards  the  region  will  also  depend  upon  its  relations  with  the  US.  So 
far,  the  signals  from  Washington  are  still  rather  confusing.  Perhaps  one 
should  look  at  US  approaches  to  China  from  three  disctinct  ar  les,  namely 
with  regard  to:  (a)  China's  role  vis-a-vis  the  Soviet  Union;  (b)  China's  position 
vis-a-vis  Vietnam;  and,  (c)  China's  position  vis-a-vis  Taiwan. 

It  remains  to  be  seen  whether  in  the  second  "Cold  War"  era  the  US  will 
elevate  China's  position,  and  thus  will  encourage  the  PRC  to  join  the  US  in 
facing  the  Soviet  threat  in  particular  regions,  and  whether  China  will  be  en- 
couraged also  to  continue  its  tough  policies  towards  Vietnam,  because  Viet- 
nam is  seen  by  the  US  as  a  manifestation  of  the  Soviet  threat  in  Southeast 
Asia.  If  this  is  the  case,  it  could  be  expected  that  some  problems  might  emerge 
in  the  relationship  between  the  US  and  the  ASEAN  countries. 

On  the  other  hand,  US  concerns  over  the  future  of  Taiwan  might  become  a 
more  important  consideration  for  the  US  in  structuring  its  relations  with  the 
PRC.  In  how  far  this  will  be  viewed  in  the  ideological  framework  of  competi- 
tion between  the  "free  world"  and  the  communist  camp  --  consistent  with  the 
"Cold  War"  environment  --  remains  to  be  seen. 

In  sum,  the  implications  of  the  second  "Cold  War"  era  for  Southeast  Asia 
will  depends  upon  the  position  of  China  in  the  global  political  structure  and 
thus,  on  the  relationship  between  the  US  and  the  PRC,  as  well  as  the  nature  of 
relationship  between  the  US  and  the  ASEAN  countries. 


LAW  OF  THE  SEA  CONFERENCE: 
OTHER  ALTERNATIVES  FOR  SEABED 
MINING* 
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The  Law  of  the  Sea  negotiations  have  now  been  taking  place  for  over  10 
years.  The  negotiations  were  started  in  1967  by  the  UN  in  an  Ad  Hoc  Commit- 
tee, and  continued  by  the  UN  Seabed  Committee  whose  membership  was 
subsequently  enlarged  several  times  until  it  finally  reached  almost  100  member 
states.  The  formal  conference  was  started,  by  holding  a  procedural  conference 
in  1973  and  a  substantive  conference  in  Caracas  in  1974.  Unlike  the  1958  and 
1960  Law  of  the  Sea  Conferences  which  were  prepared  by  the  International 
Law  Commission  over  a  period  of  10  years,  the  current  Law  of  the  Sea 
negotiations  were  initiated  by  the  UN  Committee  consisting  of  member-states 
of  the  United  Nations  and  the  Conference  is  open  to  all  states  in  the  world.  It  is 
clear  therefore  that  the  results  of  the  Law  of  the  Sea  Conference  represent  a 
universality  of  opinion  and  compromises  including  both  members  and  non- 
members  of  the  United  Nations.  This  fact  is  extremely  important  in  assessing 
the  results  of  the  conference.  While  the  preparatory  works  of  the  previous  con- 
ferences could  arguably  be  classed  as  the  opinions  of  the  members  of  the  Inter- 
national Law  Commission,  the  results  of  the  current  Law  of  the  Sea  negotia- 
tions could  not  be  attributed  to  any  individuals  participating  in  the  conference. 
The  results  and  the  compromises  achieved  during  the  current  Law  of  the  Sea 
negotiations  must  therefore  be  regarded  as  representing  the  views  of  the  world 
community,  thus  indicative  of  the  type  of  International  Law  of  the  Sea  that 
would  be  acceptable  to  the  vast  majority  of  states  in  the  world.  It  could  not  be 
regarded  as  merely  reflecting  the  views  of  a  limited  forum. 

The  current  Law  of  the  Sea  negotiations  have  been  seeking  solutions  to  the 
issues  on  its  agenda  by  formulating  comprehensive  rules  and  regulations  in 
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conformity  with  the  decision  taken  by  the  General  Assembly  in  1970  (Resolu- 
tion 2750/XXV)  to  the  effect  that  the  Law  of  the  Sea  Conference  should  adopt 
a  Convention  "dealing  with  all  matters  relating  to  the  Law  of  the  Sea."  The 
fact  that  it  has  taken  so  many  years  to  date  negotiating  the  treaty,  is  partly  due 
to  the  issues  being  so  numerous  and  extremely  complicated  covering  wide 
range  of  problems  relevant  to  the  use  of  the  ocean.  The  Conference  has,  so  far, 
been  faithful  to  its  objective  in  seeking  to  conclude  a  comprehensive  treaty. 
Partial  or  piece-meal  solutions  to  the  Law  of  the  Sea  issues  therefore  would  be 
undesirable  and  in  fact  contrary  to  the  consensus  of  1970. 

The  Law  of  the  Sea  negotiations  have  been  able  to  resolve  the  problems 
and  formulate  articles  on  most  of  those  issues.  The  conference  has  practically 
solved  such  issues  as  those  relating  to  the  limit  of  territorial  seas,  regime  of 
straits  used  for  international  navigation,  archipelagic  states,  exclusive 
economic  zone,  continental  shelf,  high-seas,  enclosed  and  semi-enclosed  seas, 
islands,  land-locked  states,  marine  scientific  research,  pollution  control, 
transfer  of  technology,  dispute  settlements,  and  various  aspects  relating  to 
deep  seabed  mining.  These  monumental  achievements  were  the  results  of  hard 
work  and  honest  attempts  by  participating  states  to  reach  compromises  in  the 
conference. 

Admittedly,  there  are  still  some  issues  that  need  to  be  solv=d.  All  par- 
ticipants in  the  conference  are  giving  their  utmost  efforts  to  seek  solutions  to 
those  pending  issues,  hoping  that  the  Law  of  the  Sea  Conference  could  be 
brought  to  a  successful  end  as  soon  as  possible.  Given  the  seriousness  with 
which  the  participants  of  the  conference  have  tackled  their  problems  during 
the  last  several  years,  there  is  no  reason  to  doubt  that  the  few  remaining  issues 
will  not  be  solved.  In  fact,  as  late  as  1980,  all  concerned  were  optimistic  that 
those  issues  would  be  resolved  in  1981  so  that  the  "comprehensive  treaty" 
could  be  signed  in  Caracas  before  the  end  of  1981. 

It  was  therefore  a  shock  to  the  conference  and  to  the  world  community  that 
precisely  during  that  most  optimistic  period  in  the  Law  of  the  Sea  negotiations 
the  United  States  announced  that  it  was  reviewing  the  results  of  the  conference 
and  therefore  would  not  be  prepared  to  conclude  the  negotiations  as  agreed 
and  as  scheduled.  The  US  review  process  has  also  resulted  in  stalling  the 
negotiations  on  various  other  remaining  issues. 

The  reasons  for  the  US  decision  to  review  the  results  of  the  conference  to 
the  degree  of  stalling  and  undermining  the  process  of  negotiation  were,  to  say 
the  least,  enigmatic  and  perplexing.  First,  if  as  claimed  the  review  was 
necessitated  by  the  change  of  administration  in  the  US,  then  one  should 
remember  that  many  changes  of  administrations  take  place  throughout  the 
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world  without  resulting  in  the  situation  we  now  faced.  In  fact,  during  the  last 
10  or  12  years,  there  had  been  a  number  of  changes  in  the  US  administration 
(1968,  1972,  1976  and  1980)  without  causing  any  serious  problems  to  the  Law 
of  the  Sea  negotiation.  The  Law  of  the  Sea  negotiation  has  been  conducted  by 
the  United  States  on  a  seemingly  non-partisan  basis  by  both  Democratic  and 
Republican  administrations  with  Republicans  as  head  of  delegation.  Further- 
more, the  review  process  was  not  something  that  was  unique  to  a  change  in  the 
US  administration.  Practically  all  states  participating  in  the  conference  usually 
conduct  their  reviews  before  every  new  sessions. 

Second,  if  the  review  process  was  indeed  required  to  enable  the  US  Senate 
to  debate  the  treaty,  then  this  reason  too  is  difficult  to  understand.  The  need 
for  representative  organs  in  a  state  to  agree  to  an  international  treaty  through  a 
process  of  ratification  was  not  a  monopoly  of  the  US,  it  was  the  practice  in 
practically  all  countries.  In  fact,  the  US  Senate,  at  least  as  far  as  we  had  been 
led  to  believe  during  the  process  of  negotiation,  had  always  been  constantly  in- 
formed and  consulted  by  the  members  of  the  US  delegation.  The  US  Senate 
was  perhaps  the  most  informed  and  the  most  consulted  national  institution  on 
the  Law  of  the  Sea  negotiation  if  compared  to  their  counterparts  in  many  other 
countries. 

Third,  if  the  review  process  was  intended  to  question  the  negotiating  pro- 
cess and  the  results  achieved  in  the  Law  of  the  Sea  Conference  through  various 
compromises,  the  apprehension  to  the  review  process  was  increased.  The  Law 
of  the  Sea  negotiation,  as  stated  earlier,  has  been  conducted  by  sovereign  and 
independent  states  themselves  through  the  UN  system.  This  was  perhaps  the 
best  method  and  the  best  forum  available  today  for  reaching  agreement  among 
states  in  order  to  safeguard  world  peace  and  security  as  well  as  to  promote 
cooperation  and  development  among  states.  Negotiating  on  such  a  wide  rang- 
ing issue  as  the  Law  of  the  Sea  outside  the  context  of  the  United  Nations  would 
perpetuate  the  confusion.  It  was  therefore  to  be  profoundly  regretted  if  the 
review  process  was  a  result  of  lack  of  confidence  in  the  process  of  negotiation 
through  the  United  Nations  system.  If  so,  the  review  process  might  lead  to  a 
possibility  of  seeking  solutions  to  the  Law  of  the  Sea  issues  outside  the  context 
of  the  UN  system;  a  possibility  that  must  strongly  be  resisted. 

For  a  while  there  was  confusion  as  to  what  would  be  the  subject  of  the  US 
review  process.  Some  said  that  it  would  be  limited  to  the  results  achieved  by 
the  Law  of  the  Sea  Conference  on  seabed  mining  issues.  Some  said  that  it 
would  cover  all  the  subjects  in  the  Law  of  the  Sea  Conference,  including 
navigation  and  other  issues.  Whatever  was  the  case,  it  was  hoped  by  many  that 
the  review  process  would  conclude  that  the  Law  of  the  Sea  Conference  had 
solved  major  international  issues  to  the  advantage  of  the  US,  such  as  the 
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regime  of  navigation,  the  regime  of  resources  along  the  coasts  (exclusive 
economic  zone  and  continental  shelves)  and  other  issues.  It  seems  almost  in- 
conceivable to  think  that  the  US  would  regard  the  issue  of  seabed  mining, 
which  was  only  a  small  fraction  of  the  whole  range  of  Law  of  the  Sea  issues  as 
an  issue  that  would  make  or  break  the  conference,  yet  that  appears  to  be  the 
case. 

With  regard  to  the  issue  of  seabed  mining  itself,  various  progress  and  com- 
promises had  been  made  during  the  long  years  of  negotiation.  The  com- 
promise between  the  developing  countries  (who  insisted  on  a  "unitary  system" 
in  which  the  seabed  area  and  its  resources  shall  only  be  exploited  by  an  "inter- 
national authority"  to  be  established)  and  the  industrial  countries  (who  in- 
sisted that  those  resources  should  be  opened  for  exploitation  by  private  com- 
panies) had  been  settled  through  a  compromise  by  devising  a  "parallel 
system".  The  parallel  system  would  enable  the  exploitation  of  the  resources  by 
international  community  through  "Enterprise"  and  by  private  companies 
through  various  arrangements.  This  hard  won  compromise  must  be  maintain- 
ed and  must  be  made  workable  if  the  seabed  regime  is  going  to  benefit 
mankind  as  a  whole. 

It  was  no  longer  possible  to  regard  the  seabed  resources  as  "free  for  all" 
under  the  disguise  of  the  freedom  of  the  sea.  In  fact,  it  has  never  been  regarded 
as  such.  There  has  never  been  practices  in  the  past  with  regard  to  the  exploita- 
tions of  the  international  seabed  resources  which  would  indicate  any  prece- 
dent of  "freedom  of  the  sea"  with  regard  to  the  seabed  resources  beyond  the 
limit  of  national  jurisdiction.  The  World  Community  of  Nations  had  declared 
in  1970  (Resolution  2749/XXV),  without  any  single  objection,  that  the  seabed 
area  beyond  the  limits  of  national  jurisdiction  and  all  its  resources  were  the 
"Common  Heritage  of  Mankind"  and  would  be  exploited  only  for  the 
"benefit  of  mankind  as  a  whole"  by  taking  into  particular  consideration  "the 
interest  and  needs  of  the  developing  countries." 

The  contention  that  the  principles  of  "Common  Heritage  of  Mankind" 
permits  the  exploitation  of  the  "Common  Heritage"  by  those  who  are  capable 
of  exploiting  it  was,  to  say  the  least,  impractical  and  unjust.  Such  a  contention 
would  lead  to  the  colonization  of  the  international  seabed  area  and  its 
resources  by  those  who  have  the  technology,  the  financial  capacity  and  the 
organization  ability  to  do  so.  This  interpretation  would  only  benefit  the 
private  companies  and  the  industrial  countries  and  therefore  would  make  a 
mockery  of  the  principle  of  the  common  heritage  that:  (1)  such  resources 
should  be  exploited  only  under  the  international  regime  to  be  established;  (2) 
the  "common  heritage"  should  benefit  "mankind  as  a  whole";  (3)  "the  in- 
terests and  needs  of  the  developing  countries"  would  be  given  particular  con- 
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sideration;  and  (4)"no  state  or  person,  natural  or  juridical,  shall  claim,  exer- 
cise or  acquire  rights  with  respect  to  the  area  or  its  resources  incompatible 
with  the  international  regime  to  be  established."  The  exploitation  of  the 
resources  by  private  companies  alone  on  a  simple  profit  motive  could  hardly 
be  regarded  as  good  for  the  benefit  of  "mankind  as  a  whole",  much  less  tak- 
ing into  particular  consideration  the  "interests  and  needs  of  the  developing 
countries."  It  was  imperative  that,  in  order  to  give  meaning  to  the  concept  of 
the  "Common  Heritage  of  Mankind",  the  International  Authority  through  its 
Enterprise  be  able  to  exploit  the  resources  of  the  seabed  area  for  the  "benefit 
of  mankind  as  a  whole"  with  particular  consideration  being  given  to  the 
"interests  and  needs  of  the  developing  countries." 

In  order  to  create  a  workable  and  viable  Enterprise  that  would  fulfill  the  re- 
quirement of  "benefit  of  mankind  as  a  whole"  and  particular  consideration 
being  given  to  the  "interests  and  needs  of  developing  countries",  it  was  essen- 
tial that  various  factors  be  considered. 

First,  the  Enterprise  must  have  sufficient  financing,  manpower,  and 
technology.  Without  these  requirements,  the  Enterprise  would  not  be  able  to 
compete  with  private  companies  of  the  industrial  countries  who  had  all  of 
these  inputs.  For  this  reason,  satisfactory  financial  arrangement  with  and  for 
the  Enterprise  as  well  as  the  adequate  transfer  of  technology  provisions  are 
essential.  Otherwise,  the  exploitation  of  seabed  resources  would  only  benefit 
the  private  companies  and  the  highly  developed  industrial  cquntries,  thus 
negating  the  basic  principle  of  the  "Common  Heritage  of  Mankind." 

The  argument  that  the  exploitation  of  seabed  resources  by  private  com- 
panies on  a  purely  commercial  basis  would  benefit  mankind  as  a  whole  was  not 
convincing,  because:  (1)  the  companies  would  in  the  first  place  seek  as  much 
profits  as  possible  for  its  own  shareholders;  (2)  the  companies  for  various 
reasons,  would  be  reluctant  to  agree  to  a  more  generous  financial  ar- 
rangements with  the  International  Authority;  and  (3)  the  companies  would 
first  and  foremost  concern  themselves  with  their  own  interests  and  would  be 
less  sensitive  to  the  negative  effects  of  seabed  mining  on  the  economies  of 
many  developing  countries  who  produced  the  same  minerals  from  the  interna- 
tional seabed  area. 

Second,  the  exploitation  of  the  mineral  resources  from  the  seabed  area 
under  the  parallel  system  should  not  be  allowed  to  destroy  the  economies  of 
countries  which  produce  the  same  minerals  from  their  land  based  deposits. 
Unhealthy  and  devastating  competition  for  markets  would  pertain.  It  should 
also  be  noted  that  most  of  the  current  producers  of  these  minerals  which  would 
also  be  produced  from  the  seabed,  are  developing  countries  and  the  contribu- 
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tion  of  these  minerals  to  their  economy,  although  varied  from  one  country  to 
another,  are  extremely  important.  Some  kind  of  protection  is  necessary  for 
these  developing  countries  and  some  kind  of  limitation  for  the  production  of 
minerals  from  seabed  is  essential  if  the  exploitation  of  these  minerals  is  going 
to  benefit  "mankind  as  a  whole"  with  particular  consideration  to  be  given  to 
the  "interests  and  needs  of  the  developing  countries."  Otherwise,  the  exploita- 
tion of  these  minerals  would  in  practice  benefit  only  the  private  companies  and 
the  industrial  countries.  The  benefits  to  the  other  non-mineral  producing 
developing  countries,  under  such  circumstances,  would  only  be  marginal,  and 
perhaps  even  fictional. 

Third,  in  order  to  enable  the  development  of  a  viable  Enterprise  to 
safeguard  the  economic  position  of  developing  country  mineral  producers  and 
to  maintain  the  economic  stability  of  the  industrial  countries  the  stability  of 
markets  for  all  such  minerals  must  be  safeguarded.  It  must  be  remembered 
that  over  90%  of  these  minerals  produces  outside  the  Socialist  countries  are 
consumed  in  industrial  countries  of  Western  Europe,  Japan  and  the  United 
States.  If  and  when  private  companies  of  the  industrial  countries  are  given  ac- 
cess to  exploit  the  seabed  resources  the  market  for  such  minerals  in  industrial 
countries  would  then  have  to  be  split  among  the  private  companies,  the  Enter- 
prise and  the  developing  countries.  Under  such  a  situation  it  would  not  be  dif- 
ficult to  see  that  the  productions  of  the  Enterprise  and  of  the  developing  coun- 
tries would  face  severe  competition  from  the  productions  of  private  companies 
of  the  industrial  countries.  Here  again  something  must  be  done  to  make  the 
Enterprise  workable  and  viable  and  to  prevent  the  developing  country  mineral 
producers  from  being  destroyed  by  the  seabed  mining  activities. 

Fortunately,  the  Law  of  the  Sea  Conference  has  been  able  to  bring  these 
conflicting  interests  somewhat  closer  together.  Various  compromise  provisions 
have  been  reached  with  regard  to  financial  arrangements,  transfer  of 
technology,  production  policies  for  the  seabed  minerals,  including  the  produc- 
tion limitation  formula,  and  many  other  related  issues.  If  the  review  process  of 
the  US  threatens  these  delicate  balanced  compromises  achieved  during  several 
years  of  negotiation,  the  prospect  for  the  Law  of  the  Sea  Conference  with  US 
participation  would  be  very  bleak  indeed. 

Various  possibilities  now  seem  open  to  the  US.  First,  hopefully  the  US 
review  process  will  result  in  a  better  appreciation  of  the  objective  of  the  global 
negotiation  process  through  the  United  Nations  system  to  achieve  peace, 
stability,  cooperation  and  development  in  ocean  affairs.  Hopefully,  also,  the 
US  will  appreciate  that  it  has  a  great  deal  of  interests  at  stake  in  ocean  affairs 
and  that  its  interests  would  be  better  protected  through  a  global  multilateral 
arrangement,  mutually  agreed  upon  rather  than  through  the  sheer  might  of 
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force.  Hopefully,  the  US  would  conclude  that,  after  all,  the  Law  of  the  Sea 
Treaty  will  bring  a  lot  of  benefit  to  the  US  in  a  great  many  fields  (navigation, 
resources,  environment,  etc.).  Hopefully,  the  US  will  see  that  the  Law  of  the 
Sea  Conference  would  provide  the  best  protection  for  an  orderly  development 
of  the  seabed  resources,  thus  guaranteeing  the  stability  and  continuity  of  the 
raw  materials  for  the  expanding  industries  of  the  industrial  countries. 
Hopefully,  whatever  compromises  the  US  has  to  give  in  order  to  develop  a 
viable  Enterprise  and  to  prevent  the  collapse  of  the  economy  of  many  develop- 
ing countries,  those  compromises  would  be  a  small  price  for  the  US  to  pay  for 
the  enormous  benefits  it  would  reap  as  a  result  of  the  Law  of  the  Sea  Conven- 
tion. 

Second,  should  the  US  decide  that  it  is  prepared  to  abandon  the  conference 
if  the  conference  does  not  agree  to  concur  with  its  extremely  nationalistic 
demands  on  a  few  issues  on  seabed  mining,  then  various  consequences  might 
follow:  (1)  It  is  doubtful  whether  the  US  would  be  able  to  benefit  from  other 
provisions  in  the  convention  which  are  beneficial  to  the  US  without  becoming 
a  party  to  the  convention  as  a  whole.  It  has  always  been  understood  that  the 
Convention  would  contain  a  "comprehensive  grand  package".  It  has  never 
been  understood  that  the  "package"  would  only  contain  those  that  are  advan- 
tageous to  one  country,  leaving  out  those  which  are  not;  (2)  the  US  might  con- 
template the  creation  of  various  "mini-treaties"  with  like-minded  states  on 
various  subjects  of  the  Law  of  the  Sea.  Such  "mini-treaties"  would  not  only 
be  contrary  to  the  general  understanding  of  1970,  but  would  also  be  un- 
workable. Various  mini-treaties  among  like-minded  states  on  various  issues 
would  simply  bring  us  back  to  square  one  and  would  unnecessarily  result  in 
total  confusion  and  chaos  in  ocean  affairs.  For  instance,  who  could  prevent 
like-minded  states  of  opposing  views  and  interests  from  developing  mini- 
treaties  of  their  own,  opposing  the  mini-treaties  of  the  others?  This  is  a  real 
possibility  for  seabed  minerals  in  view  of  the  fact  that  seabed  area  beyond  the 
limit  of  national  jurisdiction  and  its  resources  has  already  been  declared 
"Common  Heritage  of  Mankind".  Thus,  there  would  be  no  monopoly  of  mini- 
treaties  in  this  area.  It  is  difficult  to  see  how  such  a  situation  could  safeguard 
the  interest  of  the  United  States  and  other  industrial  powers  who  have  great  in- 
terests in  all  parts  of  the  world;  (3)  the  US  and  other  industrial  countries  might 
work  their  ways  through  "unilateral  legislation".  The  US  has  done  so,  and 
certain  industrial  countries  are  close  behind.  But  it  is  more  difficult  to  com- 
prehend why  a  "unilateral  legislation"  on  seabed  mining  issues  should  be  a 
more  viable  alternative.  The  developing  countries  had  clearly  indicated  that 
unilateral  legislation  and  limited  agreements  (mini-treaties)  are  illegal  and  are 
violations  of  the  principle  of  the  Common  Heritage  of  Mankind  (doc  A.  Conf. 
62/106  of  23  September  1980).  It  is  inconceivable  that  the  exploitation  of  seab- 
ed minerals  under  unilateral  legislation  would  be  considered  a  secure  basis  for 
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the  supply  of  minerals  to  the  industrial  countries,  especially  since  it  has  been 
challenged  as  illegal  by  the  World  Community.  Like  the  "mini-treaties"  ap- 
proach, the  unilateral  legislation  approach  would  be  equally  unworkable  and 
would  only  create  confusion  and  conflict.  Who  would  prevent  states  which  op- 
pose the  "unilateral  legislation"  from  enacting  their  own  "national  legisla- 
tion" to  deny  the  validity  of  the  other  "national  legislation"?  "Unilateral 
legislation"  and  "mini-treaties",  therefore,  are  not,  and  cannot  be,  viable 
alternatives  in  seeking  a  regime  for  the  seabed  mining.  Perhaps  most  impor- 
tant of  all,  no  private  company  is  likely  to  invest  in  a  confusing  and  conflicting 
regimes  of  unilateral  legislations  and  mini-treaties  since  the  security  of  their  in- 
vestment would  not  be  assured  and  the  risk  will  be  too  high. 

To  conclude,  it  is  imperative  that  the  Law  of  the  Sea  Conference  should  be 
concluded  as  soon  as  possible.  This  is  the  only  alternative  that  conference  must 
confirm  to  the  understanding  arrived  at  earlier,  namely  to  conclude  a  "com- 
prehensive treaty"  covering  all  topics  of  ocean  affairs,  including  seabed  min- 
ing. The  conference  has  achieved  enormous  results  and  compromises  on  many 
complex  issues  which  would  promote  stability  and  progress  in  ocean  affairs. 
The  adoption  of  the  principle  of  the  Common  Heritage  of  Mankind  for  the 
seabed  area  beyond  the  limit  of  national  jurisdiction  and  its  resources  must 
give  meaning  to  an  international  regime  on  the  seabed  that  would  "benefit 
mankind  as  a  whole"  as  well  as  protect  "the  interest  and  needs  of  the  develop- 
ing countries".  Much  progress  and  compromises  have  been  achieved  in 
translating  these  basic  principles  into  treaty  provisions.  The  few  unsolved  re- 
maining issues  must  not  be  allowed  to  disrupt  the  conclusion  of  the  Law  of  the 
Sea  Convention  on  a  comprehensive  basis. 

"Unilateral  Legislation"  or  "Mini-Treaties"  among  like-minded  states  are 
not  viable  or  workable  alternatives  for  the  regime  of  international  seabed  area 
and  its  resources.  These  "alternatives"  would  only  lead  to  chaos,  confusion, 
and  conflicts.  It  is  clear  that  such  a  situation  of  conflict  would  not  be  con- 
ducive to  rational  management  ancLdevelopment  of  seabed  mineral  resources. 

The  review  process  in  the  US  has  caused  some  anxiety  in  the  Conference. 
Hopefully,  however,  it  will  result  in  a  deeper  appreciation  in  the  United  States 
that  its  interests  would  be  better  served  and  protected  by  and  through  the  Law 
of  the  Sea  Conference  rather  than  outside  of  it.  Hopefully,  the  US  will  return 
to  the  Conference  and  be  prepared  to  conclude  negotiations  on  the  remaining 
issues  as  soon  as  possible.  Whatever  the  motives  of  the  US  administration  for 
conducting  the  review  at  this  late  stage  of  negotiation,  the  net  result  has  been  a 
total  isolation  of  the  US  in. the  World  Community  of  nations,  and  perhaps 
with  deep  misgivings  with  regard  to  US  intentions  and  its  negotiating  techni- 
ques. In  view  of  its  global  role,  it  is  difficult  to  comprehend  why  such  an  isola- 
tion is  in  the  interests  of  the  US. 
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Internal  Affairs 


In  a  ceremony  commemorating  the  36th  anniversary  of  ABRI  (Indonesian 
Armed  Forces),  which  was  held  in  Cigading-Cilegon  on  October  5,  President 
Soeharto  stated  that  ABRI  as  soldiers  would  not  move  toward  a  military  dic- 
tatorship or  totalitarian  rule.  On  the  contrary,  the  Indonesian  Armed  Forces 
would  encourage  a  democratic  and  constitutional  life  based  on  Pancasila  and 
the  1945  Constitution. 


Minister  of  Agriculture,  Prof.  Ir.  Soedarsono  said  in  Bandung  on  October 
10,  that  rice  production  in  1981  would  reach  the  amount  of  22.8  million  tons. 
This  amount  would  have  been  sufficient  but  Indonesia  needs  a  reserve  of 
about  5  tons  of  rice,  so  she  still  has  to  import  it  from  other  countries. 

The  government  has  given  four  high  officials  the  authority  to  prohibit  peo- 
ple from  entering  and  leaving  Indonesia.  They  are  the  head  of  Supreme  Court, 
the  Attorney  General,  the  Minister  of  Defence  and  Security,  and  the  Head  of 
Bakin  (Coordinating  Board  of  State  Intelligence).  Director  General  for  Im- 
migration, Mr.  Nichlany  said  that  this  decision  was  meant  to  avoid  misinter- 
pretations among  the  government  officials  in  charge  and  to  guarantee  legal 
security. 


Coordinating  Minister  for  Economic  and  Industrial  Affairs/Head  of  the 
National  Planning  and  Development  Board,  Prof.  Dr.  Widjojo  Nitisastro  told 
the  Commision  X  of  the  House  of  Representatives  on  October  12,  that:  1)  the 
implementation  of  the  Indonesian  development  programmes  has  reached  its 
momentum  and  should  continuously  be  stepped  up.  Therefore,  Indonesia 
should  be  able  to  take  advantage  of  this  momentum;  2)  to  this  end,  some  steps 
would  be  taken  to  curb  inflation,  to  provide  sufficient  funds  and  foreign  ex- 
change and  to  give  priorities  to  the  development  programmes.  • 

Commemorating  the  Youth  Pledge  Day  on  October  28,  President  Soeharto 
reminded  the  youth  that  the  danger  of  disunity  may  coincide  with  the  course  of 
development  and  the  increase  of  prosperity.  Therefore,  the  unity  of  the  nation 
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had  to  be  strengthened  continuously  for  the  sake  of  progress,  welfare  and  so- 
cial justice  through  socio-political,  socio-cultural  and  socio-economic  avenues. 
The  Indonesian  Nation  will  not  easily  be  endangered  by  any  force  if  it  is 
strongly  united. 

On  October  30,  the  Indonesian  Government  (State  Minister  for  Develop- 
ment Supervision  and  Environment  Affairs)  and  Indonesian  Chamber  of 
Commerce  and  Industry  agreed  to  jointly  establish  a  control  system  which 
could  abolish  corruption.  This  new  control  system  is  expected  to  be  capable  of 
preventing  any  bribery. 

Minister  of  Finance,  Dr.  Ali  Wardhana  explained  that  since  the  beginning 
of  1981  it  has  been  very  difficult  to  manipulate  the  State  Budget  in  terms  of  in- 
come and  expenditure  due  to  the  world  economic  recession,  inflation  and  the 
freezing  of  the  oil  prices  in  1982.  This  economic  trend  will  last  until  1982  so 
that  it  would  also  affect  the  1982/1983  National  Budget. 

Minister  of  Defence  and  Security,  General  M.  Jusuf  said  in  Jakarta  on 
November  18,  that:  1)  the  Indonesian  Armed  Forces  will  always  uphold  a 
democratic  life  based  on  Pancasila  as  mentioned  by  President  Soeharto  in  his 
speech  delivered  on  the  occasion  of  the  Indonesian  Armed  Forces  Day  on  Oc- 
tober 5,  1981;  2)  ABRI  will  not  move  toward  a  military  dictatorship  or 
totalitarian  rule. 

Director  General  for  Foreign  Monetary  Affairs,  Soegito  Sastromidjojo 
said  in  his  address  to  the  APBN  (National  Budget)  Commision  of  the  House  of 
Representatives  on  November  20,  that  Indonesia  at  present  has  a  foreign  ex- 
change reserve  of  US$  7.2  billion  while  her  ballance  of  payment  in  the 
1981/1982  fiscal  year  is  estimated  to  be  US$  796  million. 

In  his  address  to  a  working  conference  of  the  Bapindo  (Indonesian 
Development  Bank),  the  Minister  of  Finance  pointed  out  that  in  the  1981/1982 
fiscal  year  the  Indonesian  ballance  of  commerce  was  estimated  to  suffer  a 
deficit  of  US$  800  million  while  the  income  from  non-oil  exports  in  the  first 
semester  of  the  present  fiscal  year  had  declined  to  US$  632  million  compared 
with  that  of  the  first  semester  of  the  1980/1981  fiscal  year,  which  amounted  to 
US$  1,688  million.  This  would  be  a  heavy  financial  burden  for  the  government 
because  state  revenue  from  oil  exports  will  not  increase  due  to  the  new  decision 
of  the  Organization  of  Petroleum  Exporting  Countries  to  freeze  the  oil  prices. 

In  the  meeting  of  the  Indonesian  Armed  Forces  leaders  held  in  Bandung  on 
November  30,  Minister  of  Defence  and  Security  General  M.  Jusuf  stated  that 
the  improvement  of  ABRI's  welfare  still  constitutes  the  Armed  Forces  main 
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programme.  He  said  further,  that  the  improvement  should  not  cause  laziness 
and  indulgence  in  easy  life,  on  the  other  hand,  it  should  make  them  more  capa- 
ble of  carrying  out  their  duties. 

Minister/State  Secretary,  Sudharmono  explained  the  results  of  the  limited 
cabinet  session  on  economic,  financial  and  industrial  affairs  held  in  Jakarta  on 
December  2,  1981  which  were  among  other  things:  1)  Indonesia  has  to  work 
hard  in  the  present  global  economic  recession  in  order  to  increase  the  export  of 
her  non-oil  commodities  by  improving  the  exporter'  capability  to  compete  in 
international  market;  2)  to  increase  the  exports  of  non-oil  commodities, 
foreign  contractors  of  large  governments  projects  are  obliged  to  step  up  the  In- 
donesian exports.  The  export  of  these  commodities  should  be  equivalent  to  the 
foreign  exchange  used  to  import  the  goods  needed  for  the  projects;  3)  referring 
to  the  inflation  rate,  he  said  further  that  during  eleven  months  in  1981  the  in- 
flation rate  was  about  6.58%  and  would  be  still  below  10%  this  year  and  final- 
ly, the  restriction  of  carrying  Indonesian  Rupiahs  from  and  into  Indonesia  is 
meant  to  prevent  the  influx  of  counterfeit  money. 

A  seminar  on  industry  within  the  framework  of  national  development  was 
held  by  CSIS  in  Jakarta  on  December  10-12,  1981.  The  Coordinating  Minister 
for  Economic,  Financial  and  Industrial  Affairs,  Prof.  Dr.  Widjojo  Nitisastro 
said  that  the  development  in  the  industrial  sector  should  be  accelerated,  so  that 
at  the  end  of  Pelita  V  (fifth  five  year  development  plan)  Indonesia  will  succeed 
in  restructuring  her  economy.  This  restructuring  aims  at  balancing  the 
economic  structure  by  giving  a  greater  role  to  the  industrial  sector  without 
neglecting  the  agricultural  and  the  mining  sectors.  Honorary  Chairman  of 
CSIS,  Soedjono  Hoemardani  emphasized  the  need  for  a  new  orientation  in  the 
industrial  development  strategy  and  in  the  acceleration  of  the  industrializa- 
tional  process  so  that  the  industrial  sector  could  be  the  main  pillar  of  the  In- 
donesian economy.  Minister  of  Industry,  Ir.  A.R.  Soehoed  said  that  large  in- 
vestments on  the  industrial  sector  should  be  continued  inspite  of  the  present 
world  recession  and  the  decline  of  state  revenues  from  oil  export. 

Chairman  of  GINSI  (Indonesian  National  Importer  Association)  Mr. 
Zakri  Achmad  said  that  the  Indonesian  imports  from  other  ASEAN  member 
countries  in  1981  were  estimated  to  increase  70 °7o  compared  with  those  of  1980 
which  amounted  to  US$  1,350.3  million  while  her  exports  increased  by  about 
15%-20<%  compared  with  those  of  1980  which  amounted  to  US$  2,759.3 
million. 

Minister  of  Finance,  Dr.  Ali  Wardhana  said  in  Jakarta  on  December  19, 
that  the  ministry  of  finance  has  set  up  a  "Public  Accountant  Development 
Team"  in  order  to  prevent  any  deviation  in  taxation  and  to  increase  the  state 
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income.  The  formation  of  this  Development  Team  is  expected  to  be  capable  of 
curbing  any  possible  deviation  among  public  accountants  and  taxation  of- 
ficials, so  that  the  state  income  from  taxation  will  increase. 

A  plenary  cabinet  meeting  was  held  in  Jakarta  on  December  30,  to  discuss 
the  RUU-HAP  (bill  on  criminal  procedures)  and  the  draft  state  budget  for  the 
1982-1983  fiscal  year.  After  the  meeting,  the  Minister  of  Information,  Ali 
Moertopo  explained  that  the  RUU-HAP  which  had  been  passed  into  law  by 
the  House  of  Representatives  and  had  been  signed  by  President,  would  be  pro- 
mulgated in  December  31.  Referring  to  the  present  domestic  and  international 
economic  situation,  President  Soeharto  gave  some  directives,  particularly  to 
solve  the  domestic  economic  problems,  which  is  among  other  things  increasing 
non-oil  exports. 


International  Relations 

Accompanied  by  a  party  of  senior  United  Kingdom  businessmen  and  of- 
ficials, Mr.  Peter  Rees  MP,  British  Minister  for  Trade  visited  Indonesia  on  Oc- 
tober 4-7,  to  discuss  with  the  Indonesian  Minister  for  Trade  and  Cooperatives, 
Mr.  Radius  Prawiro  and  other  ministers  the  possibilities  of  stepping  up 
economic  and  commercial  cooperation  between  Indonesia  and  the  United 
Kingdom. 

Mr.  Julius  Kambarage  Nyerere,  the  President  of  Tanzania  paid  a  state  visit 
to  Indonesia  on  October  8-12.  In  an  official  ceremony  held  on  October  9, 
President  Julius  Nyerere  said  among  other  things  that:  1)  Indonesia  and  Tan- 
zania are  enmeshed  in  a  global  economic  network  based  on  "law  of  the 
jungle",  because  the  present  world  economic  order  did  not  succeed  in  solving 
its  problems;  2)  Indonesia  and  Tanzania  would  jointly  cooperate  in  the  group 
of  77  of  the  United  Nations  Organization  and  in  the  Non  Alignment  Move- 
ment within  the  framework  of  establishing  a  New  International  Economic 
Order;  3)  Both  countries  will  step  up  their  political  and  commercial  coopera- 
tions. In  his  speech  delivered  to  honour  his  guest,  President  Soeharto  said  that 
Indonesia  is  determined  to  consolidate  the  Third  World  Countries  within  the 
framework  of  establishing  the  New  International  Economic  Order.  The  Third 
World  Countries  have  to  show  their  strong  political  will  to  intensify  economic 
cooperations  and  to  exchange  technological  expertise. 

In  the  fourth  negotiation  held  in  Jakarta  on  October  27-29,  the  Indonesian 
and  Australian  governments  have  reached  an  agreement  on  contemporary 
regulations  regarding  the  delineation  of  a  maritime  median  line  for  fishing  ac- 
tivities which  would  be  effective  as  of  February  1,  1982. 


CHRONICLES 


71 


The  US  Assistant  Secretary  of  State  for  East  Asian  and  Pacific  Affairs, 
Mr.  John  H.  Holdridge  was  in  Indonesia  to  attend  the  United  States-ASEAN 
Conference,  which  was  held  in  Denpasar,  Bali,  on  November  2-5.  When  he 
called  on  the  Indonesian  Minister  of  Defence  and  Security,  General  M.  Jusuf, 
he  explained  that  the  US  Government  would  continue  its  military  assistance  to 
Indonesia  and  would  always  support  the  economic  policies  of  ASEAN 
member  countries  particularly  that  of  Indonesia.  On  this  occasion  Mr.  J.H. 
Holdridge  also  submitted  a  private  and  invitation  letter  of  the  US  Minister  of 
Defence  who  invited  General  M.  Jusuf  to  visit  the  United  State?  of  America  in 
order  to  discuss  several  problems  concerning  the  defence  and  security  of  both 
countries. 

Concerning  the  US  plan  to  sell  arms  to  the  PRC,  Foreign  Minister  Mochtar 
Kusumaatmadja  said  in  Jakarta  on  November  10,  that  Indonesia  objected 
against  this  plan.  In  this  matter  the  United  States  should  to  take  into  account 
the  interest  of  the  Southeast  Asian  countries. 

Mr.  Sanjiva  Reddy,  the  President  of  India  paid  a  state  visit  to  Indonesia  on 
December  3-7.  In  his  address  during  a  state  banquet  given  in  honour  of  his 
guest,  President  Soeharto  hoped  that  the  visit  of  the  President  of  India  would 
step  up  cooperation  in  various  fields  between  India  and  Indonesia.  As  co- 
sponsors  of  the  Non-Alignment  Movement,  both  countries  always  value  the 
principle  of  peaceful  coexistence  and  non  interference.  With  great  concern,  In- 
donesia lately  noticed  an  effort  by  several  parties  to  deviate  from  the  goals  and 
genuine  ideals  of  the  Non-Alignment  Movement,  which  created  differences  of 
opinion  among  its  members  that  threathened  to  cause  disunity.  In  his  speech, 
President  Sanjiva  Reddy  stated  that  in  their  strife  for  independence,  both 
countries  have  similar  histories;  they  have  the  same  maritime  strategy.  To  face 
the  present  world  economic  recession  and  the  increasing  protection  caused  by 
several  developed  countries,  all  other  developing  countries  were  expected  to 
follow  the  existing  strong  cooperation  between  Indonesia  and  India.  Any  pro- 
blems threatening  the  security  of  the  Southeast  Asian  countries  should  be 
tackled  and  solved  peacefully  by  individual  respective  countries. 

Receiving  168  participants  of  the  third  Congress  of  ASEAN  Housing  and 
Planning  Experts  Association,  which  was  held  in  Jakarta  on  December  10, 
President  Soeharto  asked  them  to  develop  their  own  industrial  system  and  not 
to  imitate  the  developed  nations,  because  the  global  economic  system  is  very 
much  influenced  by  the  life  style  of  the  advanced  industrial  community  and 
contains  many  structural  weaknesses.  These  weaknesses  have  affected  the 
whole  world  and  have  created  economic  uncertainties.  As  developing  coun- 
tries, ASEAN  should  continuously  exchange  views  and  experiences  in  order 
to  get  better  ideas  and  data. 
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